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To our valued Tenants and Stockholders:

The past year was a notable one for Piedmont, as we successfully listed the Company's Class A common stock on the
New York Stock Exchange (NYSE: PDM); completed over 2.7 million square feet of leasing transactions; and maintained
our strong financial position within the office REIT industry. With signs of economic recovery now on the horizon, we
embark upon 2011 with cautious optimism ... and a renewed focus on our vision of “Building Value through Stewardship”.
This vision refers not only to building mutually beneficial long-term relationships with our prestigious list of tenants at our
high quality office properties, but also 1o building enterprise value for our stockholders. As of December 31, 2010, our
average stockholder had chosen to maintain an investment in Piedmont for almost ten years. Similarly, over seventy
percent of our tenants historically have dpted to renew their multi-year leases within our portfolio of 75 primarily Class A
office properties. We view these lasting refationships largely as a reflection of our employees’ dedication to service and
our corporate commitment to responsible financial growth.

As expected of an industry leader, Piedmont has been keenly focused upon providing premier tenant services and amenities. Adhering to its commitment
to practical environmental sustainability efforts, Piedmont touls several LEED-certified managers and has approximiately 60% of its office portiolio
designated as Energy Star certified (by the EPA). Our attention to detail in building operations has led to our portfolio earning many notable awards in the
past two years, including approximately 30% selected as BOMA 360 Performance Building recipients and approximately 25% selected as winners of the
prestigious TOBY (The Outstanding Building of the Year). Piedmont understands that the duty of carefully controlling operating costs while maintaining
quality of service is a fundamental obligation of a landlord. We assure our tenants that all costs, such as insurance, utilities and property taxes, are
stringently monitored and such costs are judiciously chalienged. ;

‘We believe this principle of building stewardship for our tenants is consistent with Piedmont fulfilling its pledge of stewardship 1o its stockholders. As
an investment-grade rated company by both Moody's and Standard & Poors, Piedmont is one of the lowest leveraged office REIT's in the indusiry
and the Company has an unwavering commitment to thoughtfully investing its capital. Offering select geographic diversification, primarily in the top
ten office markets in the U.S., we seli-manage our properties with knowledgeable, locally-based property management teams. We plan to focus our
future acquisitions on high quality properties located primarily in these markets, and we expect our investment strategy will continue to emphasize value
and discipline. Thus, we are preserving our balance sheet and resources in order to properly maintain our portfolio of assets and provide the capital
necessary to attract and retain superior tenants while maximizing the benefits to our tenants and stockholders.

We appreciate the confidence you have placed in Piedmont and our partnership with you. If you have any questions about Piedmont or any of our
properties, please feel free to calfl on me or any member of the Piedmont team.

Donald A. Miller, CFA
Chief Executive Officer and President

{For a complete linancial report, a listing of currently owned properties, and a discussion of invesiment risks, please see a copy of the Company’s December 2010 Annual Report on Form 10-K available on our website.)

Certain statements contained in this letter constitute forward-looking statements within the meaning of the federal securities laws. We intend for all such forward-looking statements to be covered

by applicable safe-harbor provisions. Forward-looking statements can generally be identified by our use of forward-looking terminology such as “may,”"will,”"expect,"“intend,”“anticipate,”“believe,”
“continue”or similar words or phrases that are predictions of future events or trends and which do not relate solely to historical matters. Forward-looking statements are subject to certain risks and
uncertainties, as well as known and unknown risks, which could cause actual results to differ materially from those projected or anticipated. These risks include the factors detailed in our Annual Report
on Form 10-K for the year ended December 31, 2010 filed with the Securities and Exchange Commission and available at www.sec.gov. You are cautioned not to place undue reliance on these forward-
looking statements, which speak only as of the date of this letter.



Piedmont at a GIanCe

About Piedmont: *Office Portfolio Snapshot e '

Piedmont Office Realty Trust, Inc. (NYSE:PDM), is a fully integrated
and self-managed real estate investment trust specializing in Class-A
office properties, located primarily in the ten largest U.S. office
markets. As of December 31, 2010, Piedmont owned 75 consolidated
office buildings located in 19 metropolitan areas across the United PR -

. . Capitalization (in thousands)
States and comprised of over 20 million square feet. At December 31, Total Debt $1,402,525
2010, Piedmont's office properties were 89.2 percent leased. The Equity market capitalizati 54,879,867
Company is headquartered in Atlanta, Georgia with regional property -

Number of consolidated office properties

X . . . Debt/Total market capitalization
management offices in Boston, Chicago, Dallas, Detroit, Los Angeles, N R

Minneapolis, New York, Tampa and Washington, D.C. Rated as Rating/outlook
an investment-grade company by Standard & Poor's and Moody’s, Standard & Poors BBB/Stable

. L . L Moody's Baa2/Stable
Piedmont has maintained a low-leverage strategy while acquiring its 4 -

properties. For more information, see www.piedmontreit.com.

*Focused Asset/Property Management and Investment Strategy
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Los Angeles: 5%
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*High Credit Quality Tenants *Geographically Diversified

(Annualized Lease Revenue Dollars in 000’s)

Chicago: 26%
B 15.0% $87,606 Atlanta: 2%
Detroit: 3%

AAA/Aaa

. 0,
AA/Aa | ) B 235% $137.331 Boston: 4%
~A I J 17.7% $103,628 Dallas: 4%
Los Angeles: 5%
BBB/Baa J: 13.7% $79,737

BB/Ba § 3.2% $18,793 :

i Minneapolis: 8%
o8 MR 25% 514432

Below [ 0.2% $1,400 Other: 11%
Not Rated B 24.2% $141,656 New York: 16%

Washington, D.C.: 21%

*Dollar amounts and percentages as of December 31,2010. Percentages reflect the portioh of Piedmont’s Annualized Lease Revenue attributable to the respective charac-
teristic as compared to Piedmont’s total Annualized Lease Revenue, as defined on page 3 of our 2010 Annual Report on Form 10-K. Market capitalization reflects the closing
price of Piedmont’s Class A common stock as of December 31,2010.



Financial Highlights

(in 000°s except for share and per share data)

2010 2009 2008
S Statementof Iné¢ me Data: - B o ' ENa h o T
Total revenues $ 588,838 $ 598,504 S 615,587
. Property operating costs $ 217,871 $ 230,588 $ 225,467
Depreciation and amortization $ 148,902 $ 161,816 $ 160,238
! Impairment loss on real estate assets $ — $ 35,063 $ —
' General and administrative expenses ) 29,201 $ 27,315 $ 30,497
Net interest and other expenses $ 66,639 ) 73,189 S 72,316
Income from continuing operations $ 126,225 S 70,533 $ 127,069
Income (loss) from discontinued operations S (5,315) S 4,645 $ 4,791
Net income attributable to noncontrolling interest $ (531) S (478) $ (546)
Net income attributable to Piedmont S 120,379 S 74,700 $ 131,314
_Cash‘ Flows:
; Cash flows from operations $ 275,750 $ 281,543 $ 296,515
Cash flows used in investing activities $ (80,194) $ (68,666) S (191,926)
' Cash flows used in financing activities
. (including dividends paid) $  (148,842) S (223,206) $  (149,.272)
Dividends paid $  (216,955) $  (198,951) $  (279,418)
Per-Share Data:
Per weighted-average common share data:
Income from continuing operations per share — basic S 0.74 $ 0.44 S 0.79
Income from continuing operations per share — diluted $ 0.73 $ 0.44 $ 0.79
Income (loss) from discontinued operations per share —
basic and diluted $ (0.03) $ 0.03 $ 0.03
Net income attributable to Piedmont per share — basic $ 0.71 $ 0.47 $ 0.82
Net income attributable to Piedmont per share — diluted $ 0.70 S 047 $ 0.82
Dividends declared $ 1.26 $ 1.26 S 1.76
Weighted-average shares outstanding —
‘ basic (in thousands) 170,753 158,419 159,586
T Weighted-average shares outstanding —
; diluted (in thousands) 170,967 158,581 159,722
Balance Sheet Data (at period end):
Total assets $ 4,373,480 $ 4395345 $ 4,557,330
Total stockholders’ equity $ 2,773,454 $ 2,606,882 S 2,702,294
Outstanding debt $ 1402525 | . $ 1,516,525 $ 1,523,625
Funds from Operations Data:
Net income attributable to Piedmont $ 120,379 $ 74,700 S 131,314
Depreciation of real estate assets — wholly-owned
; properties and unconsolidated partnerships $ 105,107 $ 106,878 $ 100,849
g : Amortization of lease costs — wholly-owned properties
‘ and unconsolidated partnerships S 45,334 $ 57,708 S 62,767
’ Loss on sale — wholly-owned properties $ 817 S — $ —
Gain on sale — unconsolidated partnerships $ (25) $ — S —
Funds From Operations $ 271,612 $ 239286 $ 294,930
Loss on impairment of real estate assets — wholly-owned
properties and unconsolidated partnerships $ 9,640 $ 37,633 s 2,088
Core Funds From Operations $ 281,252 $ 276,919 $ 297,018

Please refer to the Annual Report on Form 10-K for complete financial information.



Two Pierce PL.

Representative Tenants:

> Aon Corporation
> Arthur J. Gallagher & Co.
> Caterpillar Financial

Environmental Sustainability:

> Piedmont has earned Energy Star Partner Status. Approximately
60% of our portfolio has earned or in the process of earning the
Energy Star label.

> We are a member of the U.S. Green Building Council (USGBC),
an organization committed to sustainable building practices.

> l[:)DdB N(Ie(;dhamLWork;widke > Several Properties are evaluating the opportunities associated
> Fiersfr[? ¢ ome Loan ban with LEED-EBOM (Existing Building Operations and
> IBM aa Maintenance) certification. Piedmont’s Sustainability Committee

> Independence Blue Cross

includes several LEED-accredited professionals on staff.

> KPMG

> Leo Burnett Company

> Lockheed Martin BOMA Awards and Designations

> Microsof (Building Owners and Managers Association)

> Morgan Stanley ..

> NASA > BOMA’s 360 Performance Building Designations:

> National Park Service Approximately 30% of Piedmont’s office portfolio has earned

> Nestle BOMA’s 360 designation, which validates and recognizes

> Nike commercial properties that demonstrate best practices in all

> Nokia major areas of building operations and management. A BOMA

> Oracle 360 Performance Building designates that a property is being

> sanofi-aventis managed to the highest standard of excellence.

> State of New York

z:::/zg[rrser;di?::ity Co > BOMA TOBY (The Guistanding Building of the Year) Awards:
) Approximately 25% of Piedmont’s office portfolio has earned

> US Bancorp

> U.S. Department of Defense

> U.S. Food & Drug Administration

> Zurich Farmers

the prestigious TOBY (The Outstanding Building of the Year)
award for various categories at local, regional, and international
fevels. This annual awards program recognizes properties

that exemplify superior building quality, tenant service and
management practices by BOMA (Building Owners and
Managers Assaciation).

Properties featured on the cover, from left to right:
60 Broad St., New York, NY; Piedmont Pointe | & I}, Bethesda, MD;
Glenridge Highlands ii, Atlanta, GA



PIEDMONT®

OFFICE REALTY TRUST

Corporate Headquarters

Piedmont Office Realty Trust, Inc.

11695 Johns Creek Parkway
Suite 350
Johns Creek, GA 30097

Tel: 770-418-8800
866-500-REIT

Fax: 770-418-8900

www.piedmontreit.com

Regional Property Management Offices

Atlanta

5565 Glenridge Connector
Atlanta, GA 30342
404-257-4200

Boston

One Brattle Square
Cambridge, MA 02138
617-661-0903

Chicago

500 West Monroe Street
. Chicago, IL 60661

312-831-1818

"Texas
6031 Connection Drive
Irving, TX 75039
214-442-6506

Detroit

150 West Jefferson Avenue
Suite 1450

Detroit, M1 48226
313-961-0300

Los Angeles
1901 Main Street
Suite 250

Irvine, CA 92614
949-250-9805

Minneapolis

800 Nicollet Mall

Suite 2830
Minneapolis, MN 55402
612-852-5500

Florida

101 Author Anderson Parkway
Sarasota, FL 34232
813-767-2115

Washington D.C.
1225 Eye Street, NW
Suite 101

Washington D.C. 20005
202-651-6430

New York

60 Broad Street
New York, NY 10004
212-483-8890

" Robert E.Bowers
“ LauraP.Moon

e D i e @ e g e VAR

Piedmont Office Realty Trust Board of Directors

W.Wayne Woody Director and
Chairman of the Board of Directors
Michael R.Buchanan Director
Wesley E.Cantrell Director
William H.Keogler, Jr. Director

Frank C. McDowell Director and

Vice Chairman of the Board of Directors
Donald A. Miller, CFA Chief Executive Officer, President and Director
Donald S. Moss

Jeffrey L. Swope

Director

Director
Managing Partner and Chief Executive Officer
of Champion Partners Ltd.

Piedmont Office Realty Trust Corporate Officers

Donald A. Miller, CFA Chief Executive Officer, President and Director
Chief Financial Officer, Secretary and Treasurer
Chief Accounting Officer

EVP — Capital Markets

EVP — Real Estate Operations, Assistant Secretary

Raymohd.L. Owens
Carrol A.Reddic

Requests for Exhibits
We will furnish any exhibit to our Annual Report on Form 10-K upon the payment

~ of a fee equal to our reasonable expenses in furnishing such exhibit. Requests for

exhibits should be directed to our Corporate Secretary, by phone at 770-418-8800,
or by mail at 11695 Johns Creek Parkway, Suite 350, Johns Creek, GA 30097.

Transfer Agent Services Contact

The Bank of New York Melion
866-354-3485
investor.services@piedmontreit.com



UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

(Mark One) '
Annual report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For the fiscal year ended December 31, 2010

or
[]  Transition report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period from to to

Commission file number 001-34626

PIEDMONT OFFICE REALTY TRUST, INC.

(Exact name of registrant as specified in its charter)

Maryland 58-2328421
(State or other jurisdiction of incorporation or organization) (LR.S. Employer Identification Number)
11695 Johns Creek Parkway Ste. 350, Johns Creek,
Georgia 30097
(Address of principal executive offices) (Zip Code)

(770) 418-8800

Registrant’s telephone number, including area code

Securities registered pursuant to Section 12 (b) of the Act:
Title of each class Name of exchange on which registered

CLASS A COMMON STOCK NEW YORK STOCK EXCHANGE

Securities registered pursuant to Section 12 (g) of the Act:
None
(Title of Class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.

Yes No []

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.
Yes No-

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and
(2) has been subject to such filing requirements for the past 90 days.

Yes No []

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive
Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter
period that the registrant was required to submit and post such files).

Yes [ ] No [}

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this
Form 10-K or any amendment to this Form 10-K. :

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company (as defined in Rule 12b-2 of the Act).

Large accelerated filer Accelerated filer [ ] Non-accelerated filer [ ] Smaller reporting company [ ]
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes [] No

As of June 30, 2010, the aggregate market value of the Class A common stock of Piedmont Office Realty Trust, Inc., held by
non-affiliates was $1,000,345,026 based on the closing price as reported on the New York Stock Exchange. As of February 23, 2011,
172,658,488 shares of Class A common stock were outstanding.

Documents Incorporated by Reference:

Registrant incorporates by reference portions of the Piedmont Office Realty Trust, Inc. Definitive Proxy Statement for the 2011 Annual
Meeting of Stockholders (Items 10, 11, 12, 13, and 14 of Part ITI) to be filed no later than May 2, 2011.




Certain statements contained in this Form 10-K and other written or oral statements made by or on behalf of
Piedmont Office Realty Trust, Inc. (“Piedmont”) may constitute forward-looking statements within the meaning
of the federal securities laws. In addition, Piedmont, or its executive officers on Piedmont’s behalf, may from
time to time make forward-looking statements in reports and other documents Piedmont files with the Securities
and Exchange Commission or in connection with oral statements made to the press, potential investors, or others.
Statements regarding future events and developments and Piedmont’s future performance, as:well as
management’s expectations, beliefs, plans, estimates, or projections relating to the future, are forward-looking
statements within the meaning of these laws. Forward-looking statements  include statements preceded by,
followed by, or that include: the- words “may,” “will,” “expect,” “intend,” “anticipate,” “estimate,” “believe,”
“continue,” or other similar words. Examples of such statements in this report include descriptions of our real
estate, financing, and operating objectives; discussions regarding future dividends; and discussions regarding the
potential impact of economic:conditions on our portfo]io. :

These statements are based on behefs and assumptlons of Piedmont’s management which in turn are based on
currently. available information. Important assumptions. relatmg to the forward-looking statements include,
among .others, assumptlons regarding the demand for office space in the sectors in which Piedmont operates,
competitive conditions, and general economic conditions. These assumptions could prove inaccurate. The
forward-looking statements also involve risks and uncertainties, which could cause actual results to differ
materially from those contained-in any forward- -looking statement. Many of these factors are beyond Piedmont’s
ability to control or predict. Such factors include, but are not limited to, the following:

» : The success of our real estate strategies and investment Ob_]eCtIVCS 1nc1ud1ng our ablhty to 1dent1fy and
consummate suitable acquisitions;

* If current market and economic conditions do not improve, our business, results of operations, cash
flows, financial condition, real estate and other asset values, and access to capital may be adversely
affected or otherwise impact performance, mcludlng the potent1a1 recogmtlon of i 1mpa1rrnent charges;

* Lease terminations or lease defaults, particularly by one of our large lead tenants;

e The impact of competition on our efforts to renew ex1st1ng leases or re-let space on terms s1mllar to
existing leases; : :

* -Changes in the economies and other conditions of the office market in general and of the specific
markets in which we operate, partlcularly in Chlcago Washington, D.C., and the New York
metropolitan area;

* Economic and regulatory changes including accounting standards, that impact the real estate market
generally;

* Additional risks and costs associated with directly managmg propemes occupied by government
tenants;

- Adverse market and economic conditions may continue to adversely affect us and could cause us to
recognize impairment charges or otherwise impact our performance;

[
i

. Availability of financing and our lending banks’ ability to honor existing line of credit commitments;

e Costs of complying With governmental laws and regulations; |

*  Uncertainties associated with env1ronmenta1 and other regulatory matters;

* Piedmont’s ability to continue to qualify as a REIT under the Internal Revenue Code (the “Code”); and

*  Other factors, including the risk factors discussed under Item 1A. of this Annual -Report on Form 10-K.
Management believes these forward-looking statements are rea‘sonable;‘ however, undue reliance should not be
placed on any forward-looking statements, which are based on current expectations. Further, forward-looking

statements speak only as of the date they are made, and management undertakes no obligation to update publicly
any of them in light of new information or future events.



. PARTI -
ITEM 1. BUSINESS
General '

Piedmont Office Realty Trust, Inc. (“Piedmont™) is a-Maryland corporation that operates in a manner so as to
qualify as a real estate investment trust (“REIT”) for federal income tax purposes and engages in the acquisition
and ownership of commercial real estate properties throughout the United States, including properties that are
under construction, are newly constructed, or have operating histories. Piedmont was incorporated in 1997 and
commienced operations on June 5, 1998. Piedmont conducts business primarily through Piedmont Operating
Partnership, L.P. (“Piedmont OP”); a Delaware limited partnership, as well as performing the management of its
buildings through two wholly-owned subsidiaries, Piedmont Government Services, LLC and Piedmont Office
Management, LLC. Piedmont is the sole general partner of Piedmont OP and possesses full legal control and
authority over the operations of Piedmont OP. Piedmont OP owns properties’ directly, through wholly-owned
subsidiaries and through both consclidated and unconsolidated joint ventutes. References to Piedmont herein
shall include Piedmont and all of its subsidiaries, including Piedmont OP and its subsidiaries and joint ventures. -

On February 10, 2010, we listed our Class A common stock on the New York Stock Exchange (the “NYSE”).
Furthermore, we completed our most recent public offering (our first publicly listed offering), which closed on
February 16, 2010. In preparation for our listing of our common stock on the NYSE, we filed an amendment to
our charter to effect a stockholder-approved recapitalization of our common stock (the “Recapitalization”) on
January 22, 2010. Pursuant to the Recapitalization, each share of our outstanding common stock was converted
automatically into: )

~'* 1/12th of a share of our Class:A common stock; plus
e 1/12thofa sﬁare.of our Clas!s: B-1 common stock; plus ‘
*° 1/12thofa shar¢ of our Class B-2 common stock; pIus

* 1/12th of a share of our Claés B-3 common stbck.

All of our Class B common stock is identical to our Class A common stock except that (i) we do not intend to list
our Class B common stock on a national securities exchange and (ii) shares of our Class B common stock will
convert automatically on a one-for-one basis into shares of our Class A common stock on specified dates. Each
share of our Class B common stock-converted automatically into one share of our Class A common stock on the
following schedule: '

* August 9, 2010, in the case of our Class B-1 ¢ommon stock:

* November 7, 2010, in the case of our Class B-2 common stock; and

* January 30, 2011, in the case of our Class B-3 common stock.

The Recapitalization also had the effect of reducing the total number of outstanding shares of our common stock.
The Recapitalization was effected on a pro rata basis with respect to all of our stockholders. Accordingly, it did
not affect any stockholder’s proportionate ownership of our outstanding shares except for any changes resulting
from the payment of cash in lieu of fractional shares.

Our portfolio consists primarily of high-grade office buildings leased to large government and corporate tenants.
As of December 31, 2010, approximately 82.3% of our Annualized Lease Revenue (see following definition)
was derived from our office properties in the ten largest U.S. Office markets based on rentable square footage,
including premier office markets like Chicago, Washington, D.C., the New York metropolitan area, Boston and
greater Los Angeles. Further, the vast majority of properties we currently own are commercial office buildings;
however, our charter does not limit us to such investments. : :
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“Annualized Lease Revenue” (“ALR”) is calculated by multiplying (i) rental payments (defined as base rent plus
operating expense reimbursements, .if payable by the tenant on a monthly basis under the terms of a lease that
have been executed, but excluding rental abatements and rental payments related to executed but not commenced
leases for space that was covered by an existing lease), by (i) 12. In instances in which contractual rents or
operating expense reimburseéments are collected on an annual, semi-annual, or quarterly basis, such amounts are
multiplied by a factor of one, two, or four, respectively, to calculate the annualized figure. For leases that have
been executed but not commenced relating to un-leased space, ALR is calculated by multiplying (i) the monthly
base rental payment plus any operating expense reimbursements for the initial month of the lease term; by (i) 12.
Unless stated otherwise, ALR excludes our two ‘industrial properties and seven unconsolidated joint venture
interests.

Employees

As of December 31, 2010, we had 110 full-time employees, with 51 of our employees working in-our- ‘corporate
office in Johns Creek, Georgia. Our remaining employees work in property management offices located in
Atlanta, Georgia; Boston, Massachusetts; aneapohs Minnesota; Washington, D.C.; Tampa, Florida; Irvmg,
Texas; Chicago, Illinois; Detr01t Michigan; and the area surrounding Los Angeles, California. These employees
are 1nv01ved in managing our real estate-and servicing our tenants. :

v

Competltron

We compete for tenants for our hlgh quahty assets in ma_]or U S.. markets by fostenng strong tenant relatlonsmps
and by providing efficient customer service including, asset management, property management, "and
construction. management services. As the competition for high-credit-quality tenants is intense, we may be
requ1red to provide rent concessrons incur charges for tenant improvements and other 1nducements or we may
not. be able to' lease vacant space timely, all of which would adversely impact our results of operations. We
compete with other buyers who are interested in propertres we elect to acquire, which may result in an increase in
the .amount that we pay. for such propertles or may result in us ultlmately not being able to acquire such
properties. We also compete with sellers of srnnlar propert1es when we sell properties, which may result i in our
receiving lower proceeds from the dlsposal or which may result in our not being able to dispose of such
properties due to the lack of an acceptable return.

N

Financial Information About Industry Segments

Our current business consists primarily of owning, managing, operating, leasmg, acquiring, developing, investing
in, and drsposrng of office real estate assets. We internally evaluate all of our ‘real estate assets as one industry
segment and, accordmgly, we do not report segment 1nformat10n '

Concentration of Credit Risk~

We are dependent upon the ability of our current tenants-to pay their contractual rent amounts as' the rents
become due. The inability'of a tenant to pay future rental amounts would have a negative impact on our results of
operations. As of December 31, 2010, ho individual tenant, other than multiple leases which collectively
represent various departments of the federal government; represents more than 10% of-our future rental income
under non-cancelable leases or 10% of our current year rental revenues. Apart from general uncertainty related to
current, adverse economic conditions§ 'we are not aware of any reason that our current tenants will not be able to
pay their contractual rental amounts, in all material respects, as they become due. If certain situations prevent our
tenants from paying contractual rents this:could result ina materral adverse 1mpact on our results of operatlons

Other Matters

Piedmont has -contracts' with various governmental agencies, exclusively in the form of operating leases in
buildings we own. See Item 1A. “Risk Factors” for further discussion of the risks associated with these contracts.

3



Additionally, as the owner of real estate assets, .we. are subject.to environmental risks. See:Item 1A;. “Risk
Factors” for further discussion of the risks-associated with environmental concerns. - D

Web Site Address . o S N _ o
Access to copies of each of our annual reports on Form 10-K, quarterly: réports on Form10-Q, current reports on
Form-8-K; proxy statements, and other filings with the SEC, including any: amendments to such filings, may be
obtained:free of charge from the following Web site, http://www.piedmontreit.com, or directly from the SEC’s

Web site at http://www.sec.gov. These filings are available promptly after we.file‘them with, or furnish them to,
the SEC. o

Item 1A.
Risks Related to Our Business and Operations

If current market and economic conditions do not improve, our business, Vresp[lfs}, of operations, cash flows,
financial condition and access to capital may be adversely affected. . T s

Market and economic conditions remain challenging; with: tight credit conditions and widespread unemploymient:
Continuing concerns about the systemic impact of inflation, higher taxes, rising interest rates and the high
unemployment rate continue to plague the U.S. and global economies. The demand for office space, rental rates
and property values may continue to lag the general economic recovery as these statistics are more dependent on

job growth which is generally one of the last ecotlomic indicators to recover. *

Continuing concern ‘about the stability of the markets genérally and the strength 6f counterparties specifically has
léd many lenders and institutional investors to reduce, and in somé cases, cease {6 provide funding to borrowers.
Such actions may adversély affect our liquidity and financial condition; and the liquidity and financial condition
of our tenants. If theSe market 4nd economic conditions ‘do not ‘improve, they may limit our ability, and the
ability of our tenants, to fully replacé or renew maturing liabilities on a timely basis or access the capital matrkets
to meet liquidity and capital expenditure réquirernents and may result in‘adverse effects on 6ur, and our ténants’,
financial condition and results of operations. As a result of these conditions, the cost arid availability of credit, as
well-as suitable acquisition and disposition opportunities and capitalization rates for sellers, may continue to be
adversely affected. Particularly over the past two years, the ‘general economic conditions have contributed to
lease terminations and asset impairment charges among other effects on our-business. . R

In order to maintain our REIT status for U.S. federal incémé tax purposes, we must distribute at least 90% of our
adjusted REIT taxable income to our stockholders annually, which makes us dependent upon external sources of
capital. One of our primary sources of capital is access to funds under our revolving credit facility, Our access to
these funds depends on the ability of the lenders that are parties to such facility to meet their funding
commitments to us. Continuing long-term disruptions in the global economy and the continuation of tighter
credit conditions,among, and potential failures of, third-party. financial institutions as.a result of such disruptions
may have an adverse effect on the ability of our lenders to meet their funding obligations. As a result, if one or
more of the lenders fails to perform their respective funding obligations under our loans and our other lenders are
not able or willing to assume such commitment, we may.not have access to the full amounts.that otherwise would
be available to us under such loans. Further, our ability to obtain new financing or refinance existing debt could

" be impagted by such conditions. If our lenders are not able to meet their, funding commitments to us, -our

business, results.of operations, cash flows and financial condition could be adversely affected. Both our $250
Million Unsecured Term Loan and .our. $500; Million . Unsecured Facility are currently scheduled to mature .in
2011. Although we currently intend to exercise our option to extend our $500 Million Unsecured Facility by one
year, our ability to do so is contingent upon us not being in default under the terms of the loan and payment of a
15 basis point extension fee. In addition, we currently anticipate repaying the $250 Million Unsecured Term
Loan with proceeds from our $500 Million Unsecured Facility, thereby significantly reducing the availability
under the $500 Million Unsecured Facility. .~ -, - B C , -
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If we do not have sufficient cash flow to continue operating. our business and ,are unable to borrow additional
funds, or are unable to access our existing line of credit; we may need to find alternative ways to.increase our
liquidity. Such alternatives may include, without limitation, curtailing acquisitions: and- potential development
activity, decreasing. our distribution -levels, disposing of -one; or more of our: properties possibly -on
disadvantageous terms, or entering into or.renewing; leases.on less favorable terms than we otherwise would.

Our ‘growth will ‘partially’ depend upon future acquisitions’ of ‘properties, ‘and we may not be successful in
identifying and consummating suitable acquisitions that meet our investment criteria, which may impede our
growth and negatively affect our results of operations.

Our- business strategy- involves expansion through- the acquisition of primarily high-quality office properties.
These activities require us to identify suitable acquisition candidates or investment opportunities that meet our
criteria and are compatible with our growth strategy. We may not be successful in identifying suitable properties
or other assets that meet our acquisition criteria or in consummating acqulsltlons on satlsfactory terms, if at all.
Faﬂure to identify or consummate acqu151t10ns could slow .our growth

Further we face 51gn1ﬁcant competltlon for attractive 1nvestment opportunltles from an 1ndeternnnate number of
other real estate 1nvestors including 1nvestors ‘with 51gmﬁcant capital resources such as ‘domesti¢ and foreign
corporatlons and ﬁnanc1a1 institutions, pubhcly traded and’ pnvately held REITs, prlvate 1nst1tut10na1 investment
funds, 1nvestment bankmg ﬁrms life i 1nsurance companles and pension funds Asa result of competltlon, we may
be unable to acqu1re addttlonal propernes as ‘we des1re or the purchase pnce may be s1gn1ﬁcantly elevated t

In light of current market conditioris and- depressed real estate values, owners of large office propertles in many
markets remain hesitant to sell their properties, resulting in fewer opportunities to acquire propertles compatlble
with our growth strategy. Of the limited number of desirable properties that we are seeing come to market, we
are either facing s1gn1ﬁcant competition to acquire stabilized properties, or havmg to accept lease—up risk
associated with propemes that have lower occupancy As market conditions and real estate values recover, miore
propert1es may become available for-acquisition, but we can provide no assurances that such properties will meet
our investment ‘standards’or that we will be successful in acquiring such propertles ‘Althotgh conditions in the
credit markets have improved over the past year, the ability of buyers to utilize h1gher levels of leverage to
finance property acquisitions has been and remains, somewhat limited . If we are ‘unable to acqutre sufficient
debt f1nanc1ng at sultable rates or at all, wé may be unable to acqulre as many addrtlonal propertles as we
ant1c1pate -

[N

Any of the above risks could adverselyaffect our financial condition, results of operatlons cash flows and ablhty

~

to pay distributions on, and the market price of, our common stock. : : ST

We depend on tenants for our revenue, and accordingly, lease terminations and/or tenant.defaults, particularly
by one of our significant lead tenants, could adversely affect the income. produced by our properties, which may
harm our operatzng performance thereby limiting our ability to make dzstrzbutzons to our.stockholders.

The success of .our investments- materially depends on the financial stablhty of our tenants any of whom may
experience. a change in their business :at any time. For example, -the current economic conditions: may. have
already-adversely affected or-may in the future adversely affect one or more of our tenants. As a result, our
tenants may delay lease commencements, decline to extend or renew their-leases upon expiration; fail to make
rental- payments: when due, or declare bankruptcy. Any of these actions could result in the termination of the
tenants’ leases; or expiration of existing leases without renewal, and the loss of rental income attributable to the
terminated or expired leases. In the event .of a tenant default or bankruptcy, we may experience delays in
enforcing our rights as a landlord and may incur substantial costs in protecting our investment and re-letting our
property. If significant leases are terminated or defaulted upon, we may be unable to lease the property for the
rent previously received or sell the property without incurring a loss. In addition, significant expenditures, such
as mortgage payments, real estate taxes and insurance and maintenance costs, are generally fixed and do not
decrease when revenues at the related property decrease.



The occurrence of any of the situations described above, particularly if it involves one of our.significant lead
tenants, could seriously harm our operating performance. As of December 31,2010, our most ‘substantial
non-governmental lead-tenants, based onAnnualized Lease Revenue, were BP Corporation (approximately
5.6%), U.S. Bancorp (approximately 5.1%), ‘and the Leo Burnett Company (approximately 4.6%). As lead
tenants, the revenues generated by the properties ‘these ‘tenants- occupy-are substantially ‘dependent upon the
financial condition of these tenants and, accordingly, any event of bankruptcy, insolvency,.or a general downturn
in the business of any of these tenants may result in-the failure or delay. of such-tenant’s rental payments, which
may have a substantial adverse effect on our operating performance. .. . - - ‘ . : .

AL AT

We face considerable competition-in the leasinig market and.may be unable to renew «existing -leases -or re-let

space on terms similar _tqfhe existing leases, or we may expend significant capital in .our efforts to re-let space,
which-may-adversely affect-our operating results. . E L SRR

Leases representing approximately 45.9% of our Annualized Lease Revenue at our properties are scheduled to
expire by the end of 2014, assuming no exercise of early termination rights. Because we compete with a number
of other developers, owners, and operators of office and office-oriented, mixed-use properties, we may be unable
to renew leases with ‘our‘_e.:xist‘ving teﬁants and, if our current tenarfts d('),‘n{)t'repew their leases, we may be unable
to re-let the space to new tenants. Furthermore, to the extent that we are able:to fcnew leases that are scheduled to
expire in the short-term or re-let such space to new tenants, héighténe_d competition resulting from adverse
market conditions may require us to utilize rént concessions and tenant improvements to a greater extent than we
historically have. In addition, the economic turmoil of the last several years has led to foreclosures and sales of
foreclosed properties at depressed values, and we may have difficulty. competing with competitors who have
purchased properties in the foreclosure process, because their 1bwer cost basis in their properties may allow them

to offer space at reduced rental rates. .

If .our cpmpetitors offer space a; rent'alv rates below current inarket rates or below the rental rates we currently
charge our tenants, we may lose potential tenants, and Wé.may be pressured to reduce our rent'al rates below those
we currently charge in order to retain. tenants upon eXpiratipn of their existing leases. Even if our tenants renew
their leases or we are able to re-let the space, the terms and other costs of renewal or re-lettiﬂg, including the cost
of required rendvations,_iqgréased tenant improvement allowances, leasing commissions, declining rental rates,
and -other potential concessions, may be less favorable than the terms of our current leases and could require
significant capital expenditures. If we are unable to renew leases or re-let space in a reasonable time, or if rental
rates decline or tenant improvement, leasing commissions, or other costs increase, our financial condition, cash
flows, cash available for distribution, value of our common stock, and ability to satisfy our debt service
obligations could be materially adversely affected. R -

il

Some of our leases provide tenants with the right to terminate their leases early, which could have an adverse
effect on our cash flow and results of operations. K o B -

Certain of our leases permit our tenants to terminate their leases as to all of a portion of the leased premises prior
to their stated lease expiration dates under certain circumstances, such as providing notice by a certain date and,
in some cases, paying a termination fee. In. certain cases, such early-terminations can be effectuated by our
tenants with little or no termination fee being paid to us:As of December 31, 2010, approximately 14.0% of our
Annualized Lease Revenue was' comprised: of leases that ‘provided -tenants with early termination rights
(including partial terminations and terminations of whole leases). To the extent that our tenants exercise early
termination rights, our cash flow and earnings will be adversely affected, and we can provide no assurances that
we will be able to generate an equivalent amount of net réntal income by leasing the vacated space to new third
patty tenants. o S ' G :
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Our rental revenues will be significantly influenced by the economies and other conditions of the office market in
general and of the specific markets in which we operate, particularly in Chicago, the New York metropolitan
area and Washington, D.C., where we have high concentrations of office properties.

Because our portfolio consists primarily of office properties, we are subject to risks inherent in investments in a
single property type. This concentration exposes us to the risk of economic downturns in the office sector to a
greater extent than if our portfolio also included other sectors of the real estate industry. Our properties located in
Chicago, Washington, D.C. and the New York metropolitan area account for approximately 26.3%, 20.9%, and
15.6%, respectively, of our Annualized Lease Revenue. As a result, we are particularly susceptible to adverse
market conditions in these particular areas, including the current economic conditions, the reduction in demand
for office properties, industry slowdowns, relocation of businesses and changing demographics. Adverse
economic or real estate developments in the markets in which we have a concentration of properties, or in any of
the other markets in which we operate, or any decrease in demand for office space resulting from the local or
- national business climate, could adversely affect our rental revenues and operating results.

Economic, regulatory, and/or socio-economic changes that impact the real estate market generally, or that could
affect patterns of use of commercial office space, may cause our operating results to suﬁ‘er and decrease the
value of our real estate properties.

The investment returns available from equity investments in real estate depend on the amount of income earned
and capital appreciation generated by the properties, as well as the expenses incurred in connection with the
properties. If our properties do not generate income sufficient to meet operating expenses, including debt service
and capital expenditures, then our ability to pay distributions to our stockholders could be adversely affected. In
addition, there are significant expenditures associated with an investment in real estate (such as mortgage
payments, real estate taxes, and maintenance costs) that generally do not decline when circumstances reduce the
income from the property. The following factors, among others, may adversely affect the operating performance
and long- or short-term value of our properties:

* . changes in the national, regional, and local economic climate, partlcularly in markets in which we have
a concentration of properties;

* local office market conditions such as changes in the supply of, or demand for, space in propertles
‘similar to those that we own within a particular area;

* changes in the patterns of office use due to technological advances which may make telecommuting
more prevalent;

* the attractiveness of our properties to potential tenants;

* changes in interest rates and availability of permanent mortgage funds that may render the sale of a
property difficult or unattractive or otherwise reduce returns to stockholders;

* “the financial stability of our tenants, including bankruptc1es financial difficulties, or lease defaults by
our tenants;

. changes in operating costs and expenses, including costs for maintenance, insurance, and real estate
taxes, and our ability to control rents in light of such changes;

* the need to periodically fund the costs to repair, renovate, and re-let space;

» earthquakes, tornadoes, hurricanes and other natural disasters, civil unrest, terrorist acts or acts of war,
which may result in uninsured or underinsured losses;

* changes in, or increased costs of compliance with, governmental regulations, including those governing
usage, zoning, the environment, and taxes; and

¢ changes in accounting standards.



In addition, periods of economic slowdown or recession, rising interest rates, or declining demand for real estate
could tesult in a general decrease in rents or an increased occurrence of defaults under existing leases, which
would adversely affect our financial condition and results of operations. Any of the above factors may prevent us
from realizing growth or maintaining the value of our real estate properties.

We.may face additional risks and costs associated with directly managing properties bccupied by government
tenants.

We currently own ten properties in which some or all of the tenants are federal government agencies. Lease
agreements with these federal government agencies contain certain provisions required by federal law, which
require, among other things, that the contractor (which is the lessor or the owner of the property) agree to comply
with certain rules and regulations, including but not limited to, rules and regulations related to anti-kickback
procedures, examination' of records, audits and records, equal opportunity provisions, prohibitions against
segregated facilities, certain executive orders, subcontractor costs or pricing data, and certain provisions
intending to assist small businesses. Through one of our wholly-owned .subsidiaries, we directly manage
properties with federal government agency tenants and, therefore, we are subject to additional risks associated
with compliance with all such federal rules and regulations. There are certain additional requirements relating to
the potential application of the Employment Standards Administration’s Office of Federal Contract Compliance
Programs and the related requirement to prepare written affirmative action plans applicable to government
contractors and subcontractors. Some of the factors used to determine whether such requireinents apply to a
company that is affiliated with the actual government contractor (the legal entity that is the lessor under a lease
with a federal government agency) include whether such company and the government contractor are under
common ownership, have common management, and are under common control. One of our wholly-owned
subsidiaries is considered a government contractor, increasing the risk that requirements of these equal
opportunity provisions including the requirement to prepare affirmative action plans may be determined to be
applicable to us. : ’ c :

Adverse market and economic- conditions may- continue to adversely affect us and could cause us to recognize
impairment charges on tangible real estate assets or otherwise impact our performance.

We continually monitor events and changes. in circumstances that could indicate that the carrying value of the
rea] ‘estate and related lease intangible assets in which we have an ownership interest, either directly or through
investments in joint ventures, may not be recoverable. When indicators of potential impairment are present which
indicate that the carrying value of real estate and related lease intangible assets may not be recoverable, we assess
the recoverability of these assets by determining whether the carrying value will be recovered through the
undiscounted future operating cash flows expected from the use of the asset and its eventual disposition. In the
event that such expected undiscounted future cash flows do not exceed the carrying value, we adjust the real
estate and related lease intangible assets to their fair value and recognize an impairment 1oss.

Projections of expected future cash flows require management to make assumptions to estimate future market
rental income amounts subsequent to the expiration of current lease agreements, property operating expenses, the
number of months it takes to re-lease the property, and the number of years the property is held for investment,
among other factors. The subjectivity of assumptions used in the future cash flow analysis, including discount
rates, could result in an incorrect assessment of the property’s fair value and, therefore, could result in the
misstatement of the carrying value of our real estate and related lease intangible assets and our net income.

Ongoing adverse market and economic conditions and market volatility will likely continue to make it difficult to
value the real estate assets owned by us as well as the value of our interests in unconsolidated Jjoint ventures and/
or our goodwill and other intangible assets. As a result of current adverse market and economic conditions, there
may be significant uncertainty in the valuation, or in the stability of, the cash flows, discount rates and other
factors related to such assets that could result in a substantial decrease in their value. We may be required to
recognize additional asset impairment charges in the future, which could materially and adversely affect our
business, financial condition and results of operations.



We may be required to recognize non-cash:losses associated with our potential foreclosure on the securzty
interest related to our notes receivable.

We are currently the lender on two notes receivable, both of which are secured by a pledge of the equity interest
of the entity owning a 46-story, Class A, commercial office building located in downtown Chlcago (the “500 w.
Monroe Building”).

The 500-W. Monroe Building is encumbered by a first mortgage (the “Mortgage Loan”) and four dlfferent
mezzanine loans (the “Mezzanine Loans”) held by different lenders. Within the first Mezzanine Loan and the
third Mezzanine Loan, there is also a senior and a junior tranche of mezzanine debt. We hold the junior tranche
in the first Mezzanine Loan and the entire second Mezzanine Loan. The owner of the 500-W. Monroe Building
defaulted on the most junior me¢zzanine loan in February 2009 and has been operating pursuant to a forbearance
agreement with that lender. As of August 9, 2010, all of the loans (Mortgage and Mezzanine, including our two
mezzanine loan investments) had matured. We subsequently exercised our right to extend the Mortgage Loan and
first priority Mezzanine Loan and issued-a notice announcing that a UCC foreclosure sale would be conducted on
September 14, 2010 wherein our collateral for our second Mezzanine Loan (the pledge of the equity interest in
the borrower under the first. Mezzanine Loan) would be auctioned. The owner of the building initiated legal
action to prevent the foreclosure auction from taking place and- on September 8, 2010, after being denied a
restraining order by the New York State Supreme Court, appealed that decision to the Appellate Division in New
York, where the appellate court issued a stay order delaying the foreclosure auction pending the adjudication of
the borrower’s appeal. On January 13, 2011, the Appellate Division unanimously affirmed the New York
Supreme Court’s denial of the owner’s attempt to obtain an injunction enjoining Piedmont from foreclosing on
its security interest. On January 18, 2011, the owner filed a motion seeking leave to appeal that ruling, and the
matter is still pending resolution in court.

If we are ultimately successful in foreclosing on the equity interest, we will record the fair value of the building,
mortgage and surviving mezzanine debt and the related interest rate caps in our consolidated financial statements.
In addition, we will be required to write-off the current recorded value of the notes as we would then be both
borrower and lender of the notes. Any difference between the fair values of the assets and liabilities recorded
would result in non-cash income or expense. In the event that foreclosure becomes probable, we will assess the
valuation of the receivables based on our assessment of the fair value of the collateral at that time. There may
also be significant delays and costs associated with the process of foreclosing on the collateral.

We have invested, and in the future may invest, in mezzanine debt, which is subject to increased risk of loss
relative to senior mortgage loans. :

We have invested, and in the future may invest, in mezzanine debt. These investments, which are subordinate to
the mortgage loans secured by the real property underlying the loan, are generally secured by pledges of the
equity interests of the entities owning the underlying real estate. ‘As a result, these investments involve greater
risk of Ioss than investments in senior mortgage loans that are secured by real property since they are subordinate
to the mortgage loan secured by the building and may be subordinate to the interests of other mezzanine lenders.
Therefore, if the property owner defaults on its debt service obligations payable to us or on debt senior to us, or
declares bankruptcy, such mezzanine loans will be satisfied only after the senior debt and the other senior
mezzanine loans are paid in full, resulting in the possibility that we may be unable to recover some or all of our
investment. In addition, the value of the assets securing or supporting our mezzanine debt investments could
deteriorate over time due to factors beyond our control, including acts or omissions by owners, changes in
business, economic or market conditions, or foreclosure, any of which could result in the recognition of
impairment losses. In addition, there may be significant delays and costs. associated with the process of
foreclosing on the collateral securing or supporting such investments.



Adverse market and economic conditions may continue to adversely affect us and could cause us to recognize
impairment charges on our goodwill, or otherwise impact our performance.

We review the value of our goodwill on an annual basis and when events or changes in circumstances indicate
that the carrying value of goodwill may exceed the fair value of such assets. Such interim events could be
adverse changes in legal matters or in the business climate, adverse action or assessment by a regulator, the loss
of key personnel, or persistent declines in an entity’s stock price below carrying value of the entity. Volatility in
the overall market could cause the price of our common stock to fluctuate and cause the carrying value of our
company to exceed the estimated fair value. If that occurs, our goodwill potentially could be impaired.
Impairment charges recognized in order to reduce our goodwill could materially and adversely affect our
financial condition and results of operations. .

Future acquisitions of properties may not yield antzczpated returns, may result in disruptions to our business, and
may strain management resources.

We intend to continue acquiring high-quality office properties, subject to the availability of attractive properties
and our ability to consummate acquisitions on satisfactory terms. In deciding whether to acquire a particular
property, we make certain assumptions regarding the expected future performance of that property. However,
newly acquired properties- may fail to perform as expected. Costs necessary to bring acquired properties up to
standards established for their intended market position may exceed our expectations, which may result in the
properties’ failure to achieve projected returns.

In particular, to the extent that we engage in acquisition activities, they will pose the followmg risks for our
ongoing operations: :

* we may acquire properties or other real estate-related investments that are not initially accretive to our
results upon acquisition or accept lower cash flows in anticipation of longer term appreciation, and we
may not successfully manage and lease those properties to meet our expectations;

* we may not achieve expected cost savings and operating efficiencies;

* we may be unable to quickly and efficiently integrate new acquisitions, partlcularly acquisitions of
portfolios of properties, into our existing operations;

* management attention may be diverted to the integration of acquired properties, which in some cases
may turn out to be less compatible with our growth strategy than originally anticipated;

* we may not be able to support the acquired property through one of our existing property management
offices and may not successfully open new satellite offices-to serve additional markets;

* the acquired properties may not perform as well as we anticipate due to various factors, including
changes in macro-economic conditions and the demand for office space; and - :

*  we may acquire properties without any recourse, or with only limited recourse, for liabilities, whether
known or unknown, such as clean-up of environmental contamination, claims by tenants, vendors or
other persons against the former owners of the properties, and claims for indemnification by general
partners, directors, officers, and others indemnified by the former owners of the properties.

We depend on key personnel, each of whom would be difficult to replace.

Our continued success depends to a significant degree upon the continued contributions of certain key personnel
including, but not limited to, Donald A. Miller, CFA, Robert E. Bowers, Laura P. Moon, Raymond L. Owens,
and Carroll A. Reddic, each of whom would be difficult to replace. Although we have entered into employment
agreements with these key members of our executive management team, we cannot provide any assurance that
any of them will remain employed by us. Our ability to retain our management team, or to attract suitable
replacements should any member of the executive management team leave, is dependent on the competitive
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nature of the employment market. The loss of services of one or more of these key. members of our management
team could adversely affect our results of operations and.slow our future growth. We have not obtained-and do
not expect to obtain “key person” life insurance on any of our key personnel.

Acquzred properties may be locat‘ed in new. markels, where we may face risks assoczated with znvestzng in an
unfamiliar market. - :

When' we ‘acquire properties located in markets in Wthh we do not have an’ established presence, we'may face
risks associated with a lack of market knowledge or understanding of the local economiy, forging new business
relationships in the area and unfamiliarity with. local government and permitting procedures. As ‘a result, the
operating performance of properties acquired in new markets may be less than we anticipate, and we may have
difficulty integrating such properties into our existing portfolio. In addition, the time and resources that’ may be
required to obtain market knowledge and/or 1ntegrate such properties into our existing portfolio could. divert our
management s attent1on from our existing busmess or other attractlve opportumtles in our concentrat1on markets

The zllzquzduy of real estate mvestments could szgmﬁcantly zmpede our ability to respond to adverse changes n
the performance of our propertzes '

Because real. estate 1nvestments are relatlvely 1111qu1d and large-scale office propertles such as many of those in
our portfolio are particularly illiquid, our ability to sell promptly one or more properties in our portfolio in
response to changing economic, financial,:and investment conditions is limited. The real estate market is affected
by many forces, such as general economic. conditions, availability of financing, interest rates, and other factors,
including -supply and demand, ‘that are beyond our control. Current conditions in the U.S. economy, -and credit
markets have made it difficult to sell properties at attractive prices. We cannot predict whether we will be able to
sell any - property for the price or on the terms set by us or-whether any price or other terms offered by a
prospective purchaser would be acceptable to us. We also cannot predict the length of time needed to find a
willing purchaser and to close the sale of a property. We may be required to expend funds to correct defects or to
make improvements before a property .can be sold. We cannot-provide any assurances. that we will have funds
available to correct such defects or to make such improvements. Our inability to dispose of assets at opportune
times or on favorable terms could adversely affect our cash flows and results of operations, thereby limiting our
ability to make distributions to stockholders

In add1t10n the (ode imposes. restrlctlons on a REIT S ablhty to dlspose of propertles that are not apphcable to
other types-of real estate. companies. In particular, the tax laws applicable to REITs require that we hold our
properties:for investment,.rather than primarily for. sale in.the ordinary course of business, which may cause us to
forego or defer sales of properties that otherwise would be in our best interest. Therefore, we may not be able to
vary our portfolio promptly in response. to, economic or other conditions .or on favorable terms, which may
adversely affect our cash flows, our ability to pay distributions to stockholders, .and. the market price of our
common stock.

Future terrorist attacks in the ma;or metropolltan areas in whzch we own propertles could szgmﬁcantly impact
the demand for, and value of, ourpropertzes : ‘ ’

Our portfoho mamtams 81gn1f1ca.nt holdlngs in -markets such as Chlcago Washmgton, D.C, the New York
metropolitan area, Boston, and greater Los Angeles each of which has been, and, continues to be, a high risk
geographical area for terrorism and threats of terrorism. Future terrorist attacks and other acts of terrorism or war
would severely impact the demand for, and value of, our properties. Terrorlst attacks in and around any. of the
major metropolitan areas in which we own properties also could directly impact the value of our properties
through damage, destruction, loss, or increased security costs, and could thereafter matenally impact the
availability or cost of insurarice to protect against such acts. A decrease in demand could ‘make it ‘difficult to
renew or re-lease our properties at lease rates equal to or above historical rates.-To the extent that any future
terrorist attacks otherwise disrupt our tenants’ businesses, it may impair -our tenants’. ability to make timely
payments under their existing leases with us, which would harm our operating results.
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Uninsured losses or losses in excess. of our insurance coverage could adversely affect our financial condition and
our cash flow, and there can be no assurance as to future costs and the scopée of coverage that may be available
under insurance policies. = ‘ - e ‘

We carry comprehensive general liability, fire, extended coverage, business interruption rental loss coverage, and
umbrella liability coverage on all of our properties and earthquake, wind, and flood coverage on properties in
areas where such coverage is warranted. We believe the policy specifications and insured limits of these policies
are adequate and appropriate given the relative risk of loss, the. cost of the coverage, and industry practice:
However, we may be subject to certain types of losses, those that are generally catastrophic in nature, such as
losses -due to wars, conventional terrorism, chemical, biological, nuclear and radiation (“CBNR”)-acts of
terrorism and, in some cases, earthquakes; hurricanes, and flooding, either because such coverage is not available
or. is not available. at commercially reasonable rates; If we experience a loss that is uninsured or that exceeds
policy limits, we could lose.a significant portion of the capital we have invested in the damaged property, as well
as -the anticipated future. revenue from the property. Inflation, changes. in building codes' and -ordinanées,
environmental considerations, and other factors also might make it impractical or undesirable to use insurance
proceeds to replace a property after it has been damaged or destroyed. In addition, if the damaged properties are
subject to recourse indebtedness, we would continue to be liable for the indebtedness, even. if these properties
were irreparably damaged. Furthermore, we may not be able to obtain adequate insurance coverage at reasonable
costs in the future, as the costs associated with property and casualty renewals may be higher than anticipated.
In addition; insurance risks associated with potential terrorism acts could sharply increase the premiums we pay
for-coverage against property and casualty claims. With the enactment of the Terrorism Risk Insurance Program
Reauthorization Act of 2007, United States insurers cannot exclude conventional (non-CBNR) terrorism losses.
‘These insurers must mdke terrotism insurance -available under- their property and casualty insurance policies:
however, this legislation does not regulate the pricing of such insurance. In some cases, mortgage lenders have
begun to insist that commercial property owners purchase coverage against terrorism as a condition of providing
mortgage loans. Such insurance policies may not be available at a reasonable cost, which could inhibit our ability
to finance or refinance our properties. In such instances, we may be required to provide other financial support,
either through: financial assurances:or self-insutance, to ‘cover potential losses. We may not have adequate
coverage for such Iosses. : ‘ ' N s T

We have properties located in Southern California, an area especially susceptible to earthquakes. Collectively,
these'propérties represent-approximately:5.1% of our Annualized Leasé Revenue. Because these ‘properties are
located 'ini closé: proximity to “one another, an-earthquake in the greater Los Angeles area could materially
damage, destroy orimpair the use by tenants of all of these properties. If any of our properties incurs a.loss that is
fiot fully insured, the value of that asset will be reduced by such-uninsured loss. Also, to the extent we must pay
unexpectedly large amounts for insurance, we c¢ould suffer reduced earnings that would result in lower

distributions to our stockholders, - = -

Should one of our insurance carriers become insolvent, we would be adversely affected.

We ‘carry several different lines of insurance, placed with several large insurance carﬁers. If émy one of these
large insurance carriers were to become insolvent, we would be forced to replace the existing insurance coverage
with another suitable cartier,’ and ‘any outstanding claims would ‘be at risk for colléction. In such an event, we.
cannot be- certain -that We- would be able to replace the coverage at similar or otherwise favorable terms:
Replacing insurance coverage at unfavorablé rates and the potential of uricolléctiblé claims due fo carrier
insolvency could adversely impact our results of operations and cash flows. C

Our current and future joint venture investments could be adversely affected by a lack of sole decision-making
authority and our reliance on joint venture partners’ financial condition.

As of December 31, 2010, -we owned interests in ten properties representing approximately 1.8 million rentable
square feet through joint ventures. In the future we may enter into strategic joint ventures with institutional
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investors to acquire, develop, improve, or dispose of propeities, thereby reducing the amount of capital required
by us to: make" investments -and: diversifying our capital sources for growth: Such joint.venture: investments
involve - risks not - otherwise present m a wholly owned property, development or redevelopment project,
including the following: T B : 2 :

* in these investments, we do not have exclusive control over the development, financing, leasing,
management, and other aspects of the prOJect which may prevent us from takmg actions that are
*“opposed by our joint venture partners; c

* joint venture agreements often restrict the transfer of a co-venturer’s interest or may otherwise restrict
- our ability to sell the interest when we. desire or on. advantageous terms;. : -

'f ‘e Would not be'i in a pos1t1on to exerc1se sole decmon makmg authonty regardlng the property or Jomt
_ .. 'venture, which’ could create the potentral nsk of creatmg 1mpasses on decmons such as acqulsltlons or
' sales ' :

Lo 'such Co- venturer may, at any time, have economic or: busmess 1nterests or goals that are, or that may
become, inconsistent with our business .interests or goals; ‘ . SIS :

e jsuch co-venturer may ‘be in a pos1t10n to take actlon contrary to our instructions, requests pohcres or
' obJectrves 1nc1ud1ng our current pohcy with’ respect to mamtalmng our quahﬁcatlon asa REIT

. the possibility that our co-venturer-in an 1nvestment nnght become bankrupt Wthh would mean- that we
»-and any other remaining co-venturers would generally remain liable for the joint venture’s liabilities;.

~eh our relatlonshlps with our co-venturers are COntractual in nature and may be terrmnated or dissolved

" “under ‘the terms of the applicable joint venture agreéments and, in such event, we may not continue to

own or operate the interests or assets underlying such relationship or may need to purchase such
interests or assets at a prermum to the market pnce to contlnue ownershlp,

. d1sputes between us and our co- venturers may result in 11t1gat10n or arbrtratlon that would increase our
expenses and: prevent our o_ffrcersand directors from focusing their time and efforts on our business and
could result.in subjecting the properties owned by the applicable joint-venture to additional risk; or

* we may, in certain circumstances, be liable for the actions of our co- -ventuifers, and the activities of a
- joint venture could adversely affect our ab111ty to quahfy asa REIT even though we do not control the
" joint venture. ‘ : :

Any of the above might subject a property to 11ab1ht1es in excess of those contemplated and thus reduce the
returns to our investors, -

Costs of complying with governmental laws and regulatzons may reduce our net income and the cash avazlable
for dzstrtbutzons to our, stockholders

All real property and the operations conducted on’ real property are. sub]ect to federal state; and local laws and
regulations-relating to environmental protection and human health and safety. Tenants’ ability to operate and to
generate income to-pay their lease obligations may be affected by permitting and compliance obligations arising
under such:laws and regulations. Some-of these laws and regulations may impose joint and several liability on
tenants, owners, ot operators for the costs to investigdte or remediate contaminated properties, regardless of fault
or whether the acts causing the contamination were legal. In addition, the presence of hazardous substances, or
the failure to properly remediate these substances may hinder our ab111ty to. sell rent, or pledge such property.as
collateral for future borrowmgs , : : :

Comphance w1th new laws or regulations or stricter interpretation of existing laws by agencies or the courts may
require us to incur material expenditures. Future laws, ordinances, or regulations may impose material
environmental liability. Additionally, our tenants’ operations, the existing condition of land when we buy it,
operations in the vicinity of our properties such as the presence of underground storage tanks or activities of
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unrelated third parties may affect our properties. In-addition, there are various local, state, and federal fire, health,
life-safety, andsimilar regulations with which we may be required to.comply, and which may subject us to
liability in the form of fines or damages for noncompliance. Any material expenditures,. fines, or damages we
must pay will reduce our cash flows and ability to make distributions and may reduce -the value of our
stockholders’ investment.

 As the present or former owner or operator of real property, we could become subject to- liability for
environmental contamination, regardless of whether we caused such contamination.

Under various federal, state, and local environmental . laws, ordinances; and regulations, a current or former -
owner or operator of real. property may be liable for the cost to remove or remediate hazardous or toxic
substance's, wastes, or petroleum products on, 'undcj:r, from, or in such property. These costs could be substantial
and liability undér these laws may aitach whether or not the owner or operator knew of, or was responsible for,
the presence of such contamination. Even if .more than one person may have been responsible for the
contamination, each liable party may be held. entirely responsible for all of the clean-up costs incurred. In
addition, third parties may sue the owner or operator of a‘property for damages based-on personal injury, natural
resources, or property damage and/or for other costs, including investigation and clean-up costs, resulting from
the environmental _contamination. The presence of contamination on one of our prdperties_; or the. failure to
properly remediate a contaminated property, could give rise to a lien in favor of the government for costs it may
incur to addréss the contamination, or otherwise adversely affect our ability to sell or lease the property or
borrow ‘using “the property as collateral." In “addition, if contamination is discovered on" our- properties,
environmental laws may impose restrictions on the manner in which property may be used or businesses may be
operated, and these restrictions may require substantial expenditures or prevent us from entering into leases with
prospective tenants. B ' o ’

Some of our properties are adjacent to or near other properties that have contained or currently contain
underground storage tanks used to store petroleurm products or other hazardeus or toxic substances. In addition,
certain of our properties are on or are adjacent to or near other properties upon which others, including former
owners or tenants of our properties, have engaged; or may in the future engage, in activities that may release
petroleum products or other hazardous or toxic-substances..

The cost of defending against claims of li‘al')irlity, of remediating any contaminafed bropérty, or of payiné personal
injury claims could reduce the amounts available for distribution to our stockholders.

As the owner of real property, we could become subject to liability for adverse environmental conditions in the
buildings on our property.

Soime of our properties contain asbestos—ébntaﬁning building' materials. ‘Environméntal laws require that owners
or operators of buildings containing asbestos properly manage and maintain the asbestos, adequately inform or
train those who may come into contact with -asbestos, and undertake special precautions, including removal or
other abatement, in the event that asbestos is disturbed during building renovation or .demolition. These laws may
impose fines and penalties on building owners or operators who fail to comply with these requirements. In
addition, environmental laws and the common law may allow third parties. to- seek recovery from owners or
operators for personal injury associjated with exposure to asbestos. : o :

The properties also may.contain or develop harmful mold or suffer from other air quality issues. Any of these -

materials or conditions could result in liability for personal injury and costs of remediating adverse conditions,
which could have an adverse effect on our cash flows and ability to make distributions to our stockholders.
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As the owner of real property, we could become subject to liability for a tenant’s failure to comply with
environmental requirements. regarding the handling and disposal of regulated . substances and wastes or for
non-compliance with health and safety requirements, which requirements are subject to change.

Some of our tenants may handle regulated substances and wastes as part of their operations at our properties.
Environmental laws regulate the handhng, use, and disposal of these materials and subject our tenants, and
potentially us, to liability resulting from non-compliance with these requirements. The properties in our portfolio
also are subject to various federal, state, and local health and safety requirements, such as state and local fire
requirements. If we or our tenants fail to comply with these various requirements, we might incur governmental
fines or private damage awards. Moreover, we do not know whether or the extent to which existing requirements
or their enforcement will change or whether future requirements will require us to make significant unanticipated
expenditures that will materially adversely impact our financial condition, results of operations, cash flows, cash
available for distribution to stockholders, the market price of our cominon stock, and our ability to satisfy our
debt service obligations. If our tenants become subject to liability for noncomphance it could affect thelr ab111ty
to make rental payments to us.

We are and may contmue to be sub]ect to lztzgatzon which could kave a materzal adverse effect on our ﬁnanczal
condition.

We currently are, and . are hkely to continue to be, subject to Iltlgatlon including' claims relating to our
operations, offerings, and otherwise in the ordinary course of business. Some of these claims may result in
significant defense costs and potentially significant judgments against us, some of which are not, or cannot be,
insured against. We generally intend to vigorously defend ourselves; however, we cannot be certain of the
ultimate outcomes of currently asserted claims or of those that arise in the future.. Resolution of these types of
matters against us may result in our having to pay significant fines, judgments, or settlements, which, if
uninsured, or if the fines, judgments, and settlements exceed insured levels, would adversely impact our earnings
and cash flows, thereby impacting our ability to service debt and make quarterly distributions to our
stockholders. Certain litigation or the resolution of certain litigation may affect the availability or cost of some of
our insurance coverage, which could adversely impact our results of. operations and cash flows, €Xpose us to
increased risks that would be uninsured, and/or adversely impact our ability to attract officers and directors.

We are-subject to stockholder lztzgatzon against certain of our present and former dzrectors and officers, whzch
could exceed the coverage of our current directors’ and officers’ insurance.

We, and various of our present and former directors and officers, are involved in litigation described in
“Item 3.—Legal Proceedings.” We believe that the allegations contained in these complaints are without merit
and will continue to vigorously defend these actions; however, due to the uncertainties inherent in the litigation
process, it is not possible to predict the ultimate outcome of these matters and, as with any litigation, the risk of
financial loss does exist. We have and may continue to incur S1gmﬁcant defense costs associated with defending
these claims.

Although we retain director and officer liability insurance, such insurance does not fully cover ongoing defense
costs and there can be no assurance that it would fully cover any potential judgments against us. A successful
stockholder claim in excess of our insurance coverage could adversely impact our results of operations and cash
flows, impair our ability to obtain new director and officer liability insurance on favorable terms, and/or
adversely impact our ability to attract directors and officers.

If we are unable to satisfy the regulatory requirements of Section 404 of the Sarbanes-Oxley Act of 2002, or if
our disclosure controls or internal control over financial reporting is not effective, investors could lose
confidence in our reported financial information, which could adversely affect the perception of our business and
the trading price of our common stock.

The design and effectiveness of our disclosure controls and procedures and internal control over financial
reporting may not prevent all errors, misstatements, or misrepresentations. Although management will continue

15



to review the effectiveness of our disclosure controls and-procedures and internal control over financial reporting,
there can be no-guarantee that our internal control over financial reporting will be effective in accomphshmg all
control objectives all of the time. Deficiencies, including any material weakness, in our internal control over
financial reporting which may occur in the future could result in misstatements of our results of operations,
restatements of our financial statements, a decline in the tradlng price of our common stock, or otherwise
matenally adversely affect our business, reputation, results of operations, financial condition, or liquidity.

Compliance or failure to comply with the. Amerzcans with Disabilities Act and other similar regulations could
result in substantial costs.

Under the Americans with Disabilities Act, places of public accommodation must meet certain federal
requirements related to access and use by disabled persons. Noncompliance could result in “the imposition of
fines by the federal government or the award of damages to pr1vate litigants. If we are required to make
unantlclpated expenditures to comply with the Americans with' Disabilities Act, including removmg access
barriers, then our cash flows and the amounts available for distributions to our stockholders may be adversely
affected. Although we believe that our properties are currently in material compliance with these regulatory
requirements, we have not conducted an audit or investigation of all of our properties to determine our
comphance and we cannot predict the ultimate cost of compliance with the Americans with Disabilities Act or
other legislation. If one or more of our properties is not in compliance with the Americans with Disabilities Act
or other legislation, then we would be required to incur additional costs to achieve compliance. If we incur
substantial costs to comply with the Americans with Disabilities Act or other legislation, our finaricial condition,
results of operations, the market price of our .common stock, cash flows, and our ability to satisfy our debt
obligations and to make distributions to our stockholders could be adversely. affected.

Our operating results may suffer because “of potential development and construction delays amf resultant
increased costs and risks.

In the future, we may acquire and develop properties, including unimproved real properties, upon which we will
construct improvements. We may be subject to uncertainties associated with re-zoning for development,
environmental concerns of governmental entities and/or community groups, and our builders’ ability to build in
conformity with plans, specifications, budgeted costs and timetables. A builder’s performance may also be
affected or delayed by conditions beyond the builder’s control. Delays in completmg construction could also give
tenants the right to terminate preconstruction leases. We may incur additional risks when we make periodic
progress payments or other advances to builders before they complete construction. These and other factors can
result in increased costs of a project or loss of our investment. In addition, we will be subject to normal lease-up.
risks relating to newly constructed projects. We also must rely on rental income and expense projections and
estimates of the fair market value of property upon completion of construction when agreeing upon a purchase
price at the time we acquire the property. If our projections are inaccurate, we may pay too much for a propcrty,
and _our return on our investment could suffer.

Our real estate development strategies may not be successful.

From time to time we may engage in development activities to the extent attractive development projects become
available. If we engage in development activities, we will be subject to risks associated with those activities that
could adversely affect our financial condition, results of operations, cash flows and ability to pay distributions
on, and the market price of, our common stock, including, but not limited to:

» development projects in which we have invested may be abandoned ‘and the related investment will be
impaired;

* we may not be able to obtain, or may experience delays in obtaining; all necessary zoning, land-use,
building, occupancy and other governmental permits and authorizations;

* we may not be able to obtain land on which to develop;
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* we may not be able to obtain financing for development pro;ects or obtain financing on favorable
terms; .

* construction costs of a project may exceed the original estimates or construction may not be concluded
on schedule, making the project less profitable than originally estimated or not profitable at all
(including the possibility of contract default, the effects of local weather conditions, the possibility of
local or national strikes and the possibility of shortages in materials, building supplies or energy and
fuel for equipment);

* upon completion of construction, we may not be able to obtain, or obtain on advantageous terms,
permanent financing for activities that we financed through construction loans; and

*- we may not achieve sufficient occupancy levels and/or obtain sufficient rents to ensure the profitability
of a completed project.

Moreover, substantial renovation and development activities, regardless of their ultimate success, typically
require a significant amount of management’s time and attention, diverting their attention from our other
operations.

Risks Related to Our Organization and Structure

Our organizational documents contain provisions that may have an anti-takeover effect, which may discourage
third parties from conducting a tender offer or seeking other change of control transactions that could involve a
premium price for our common stock or otherwise benefit our stockholders. :

Our charter and bylaws contain provisions that may have the effect of delaying, deferring, or preventing a change
in control of our company (including an extraordinary transaction such as a merger, tender offer, or sale of all or
substantially all of our assets) that might provide a premium price for our common stock or otherwise be in the
best interest of our stockholders. These provisions include, among other things, restrictions on the ownership and
transfer of our stock, advance notice requirements for stockholder nominations for directors and other business
proposals, and our board of directors’ power to classify or reclassify unissued shares of common or preferred
stock and issue additional shares of common or preferred stock.

In order to preserve our REIT status, our charter limits the number of shares a person may own, which may
‘discourage a takeover that could result ina premzum przce for our common stock .or otherwise benefit our
stockholders.

Our charter, with certain exceptions, authorizes our directors to take such actions as are necessary and desirable
to preserve our qualification as a REIT for federal income tax purposes. Unless exempted by our board of
directors, no person may actually or constructively own more than 9.8% (by value or number of shares,
whichever is more restrictive) of the outstanding shares of our common stock or the outstanding shares of any
class or series of our preferred stock, which may inhibit large investors from desiring to purchase our stock. This
restriction may have the effect of delaying, deferring, or preventing a change in control, including an
extraordinary transaction (such as a merger, tender offer, or sale of all or substantially all of our assets) that
might provide a premium price for our common stock or otherwise be in the best interest of our stockholders.

Our board of directors can take many actions without stockholder approval.

Our board of directors has overall authority to oversee our operations and determine our major éorporate policies.
This authority includes significant flexibility. For example, our board of directors can do the following:

* .within the limits provided in our charter, prevent the ownership, transfer, and/or accumulation of stock
in order to protect our status as a REIT or for any other reason deemed to be in our best interest and the
interest of our stockholders;

* issue additional shares of stock without obtalmng stockholder approval, which could dilute the
ownership of our then-current stockholders;
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* amend our charter to increase or decrease the aggregate number of shares of stock or the number of
shares of stock of any class or series that we have authority to issue, without obtaining stockholder
approval;

 classify or reclassify any unissued shares of our common or preferred stock and set the preferences,
- rights and other terms of such classified or reclassified shares, without obtaining stockholder approval;

* employ and compensate afﬁliafes;

e direct our resources toward investments that do not ultimately appreciate over time;
* change creditworthiness standards with respect to our tenants;

* change our investment or borrowing policies;

* determine that it is no longer in our best interest to attempt to qualify, or to continue to qualify, as a
REIT; and

* " suspend, modify or terminate the dividend reinvestment plan. -

Any of these actions could increase our operating expenses, impact our ability to make distributions, or reduce
the value of our assets without giving our stockholders the right to.vote.

Our charter permits our board of directors to issue stock with terms that may subordinate the. rights of our
common stockholders, which may discourage a third party from acquiring us in a manner that could result in a
premium price for our common stock or otherwise benefit our stockholders.

Our board of directors may,. without stockholder approval, issue authorized but unissued shares of our common
or preferred stock and amend otur charter to increase or decrease the aggregate number of shares of stock or the
number of shares of stock of any class or series that we have-authority to issue. In addition, our board of directors
may, without stockholder approval, classify or reclassify any unissued shares of our common or preferred stock
and set ‘the preferences, rights and other terms of such classified or reclassified shares. Thus, our board of
directors could authorize the issuance of preferred stock with terms and conditions that could have priority with
respect to distributions and amounts payable upon liquidation over the rights of the holders of our common stock.
Such preferred stock also could have the effect of delaying, deferring, or preventing a change in control,
including an extraordinary transaction (such as a merger, tender offer, or sale of all or substantially all of our
assets) that might provide a premjum price for our common stock, or otherwise be in the best interest of our
stockholders.

Our board of directors could elect for us to be subject to certaz’n'Mdryland law limitations on changes in control
that could have the effect of preventing transactions in the best interest of our stockholders.

Certain provisions of Maryland law may have the effect of inhibiting a third party from making a proposal to
acquire us or of impeding a change of control under certain circumstances that otherwise could provide the
holders of shares of our common stock with the opportunity to realize a premium over the then-prevailing market
price of such shares, including:

* “business combination” provisions that, subject to limitations, prohibit certain business combinations
between us and an “interested stockholder” (defined generally as any person who beneficially owns 10%
or more of the voting power of our outstanding voting stock or any affiliate or associate of ours who, at
any time within the two-year period prior to the date in question, was the beneficial owner of 10% or
more of the voting power of our then outstanding stock) or an affiliate thereof for five years after the
-most recent date on which the stockholder becomes an interested stockholder and thereafter impose
supermajority voting requirements on these combinations; and

* “control share” provisions that provide that “control shares” of our company (defined as shares which,
when aggregated with other shares controlled by the stockholder, except solely by virtue of a revocable
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proxy, entitle the stockholder to exercise one of three increasing ranges of voting power in electing
directors) acquired in a “control share acquisition” (defined as the direct or indirect acquisition of
ownership or control of “control shares”) have no voting rights except to the extent approved by our
stockholders by the affirmative vote of at least two-thirds of all the votes entitled to be cast on the
matter, excluding all interested shares. '

Our bylaws contain a provision exempting any acquisition by any person of shares of our stock from the control
share acquisition statute, and our board of directors has adopted a resolution exempting any business combination
with any person from the business combination statute. As a result, these provisions curreritly will not apply to a
business combination or control share acquisition involving our company. However, our board of directors may
opt into the business combination provisions and the control share provisions of Maryland law in the future.

Additionally, Maryland law permits our board of directors, without stockholder approval and regardless of what
is currently provided in our charter or our bylaws, to implement takeover defenses, some of which (for example,
a classified board) we do not currently employ. These provisions may have the effect of inhibiting a third party
from making an acquisition proposal for our company or of delaying, deferring, or preventing a change in control
of our company under circumstances that otherwise could provide the holders of our common stock with the
opportunity to realize a premium over the then-current market price. :

Our charter, our bylaws, the limited partnership agreement of our operating partnership, and Maryland law also
contain other provisions that may delay, defer, or prevent a transaction or a change of control that might involve
a premium price for our common stock or otherwise be in the best interest of our stockholders. In addition, the
employment agreements with our named executive officers contain, and grants under our incentive plan also may
contain, change-in-control provisions that might similarly have an anti-takeover effect, inhibit a change of our
management, or inhibit in certain circumstances tender offers for our common stock or proxy contests to change
our board. '

Our rights and the rights of our stockholders to recover claims against our directors and officers are limited,
which could reduce our recovery and our stockholders’ recovery against them if they negligently cause us to
incur losses. '

Maryland law provides that a director or officer has no liability in that capacity if he or she performs his or her
duties in good faith, in a manner he or she reasonably believes to be in our best interest and with the care that an
ordinarily prudent person in a like position would use under similar circumstances. Our charter eliminates our
directors’ and officers’ liability to us and our stockholders for money damages except for liability resulting from
actual receipt of an improper benefit or profit in money, property, or services or active and deliberate dishonesty
established by a final judgment and which is material to the cause of action. Our charter and bylaws require us to
indemnify our directors and officers to the maximum extent permitted by Maryland law for any claim or liability
to which they may become subject or which they may incur by reason of their service as directors or officers,
except to the extent that the act or omission of the director or officer was material to the matter giving rise to the
proceeding and was committed in bad faith or was the result of active and deliberate dishonesty, the director or
officer actually received an improper personal benefit in money, property, or services, or, in the case of any
criminal proceeding, the director or officer had reasonable cause to believe that the act or omission was unlawful.
As a result, we and our stockholders may have more limited rights against our directors and officers than might
otherwise exist under common law, which could reduce our and our stockholders’ recovery from these persons if
they act in a negligent manner. In addition, we may be obligated to fund the defense costs incurred by our
directors and officers (as well as by our employees and agents) in some cases.
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Risks Related to:Our Common Stock
Our dlstrtbutzons fo stockholders may change

During the year ended December 31,.2010 we- pa1d quarterly cash dlstmbuuons that totaled $1.26 per share.
Future distributions will be authorized and determined by our board of directors in its sole discretion from time to
time and will depend upon a number of factors, including:

* cash available for distribution;
_ e our results of operationS'
& our f1nanc1al cond1t1on espec1ally 1n relatlon to our antlcrpated future capital needs of our propert1es
. the level of reserves we establish for future cap1tal expenditures;
. the distribution requlrements for REITS under the Code
. the level of distributions paid by comparable.listed REITSs;
T , our operatmg expenses; and _ N
» other factors our board of d1rectors deems relevant "
We expect to contiriue to pay quarterly distributions to our. stockholders. However, we bear all expenses incurred
by our operations, and our funds generated by operations, after deductmg these expenses, may not be sufficient to

cover desired levels of distributions to our stockholders. Any change in our d1str1but10n policy: could. have a
material adverse effect on the market pnce of our common stock : ; : :

There are szgnzﬁcant przce and volume ﬂuctuanons in the publzc markets, mclua’mg on the exchange which we
listed our common stock.

The U.S. stock markets, including the NYSE on which our common stock is listed, have historically experienced
51gn1frcant price and volume fluctuations. The market price of our common stock may be hrghly volat11e and
could be subject to wide fluctuations and investors in our common stock may experience a decrease in the value
of their shares, including decreases unrelated to our operating performance or prospects. If the market price of
our common stock declines significantly, stockholders may be unable to resell their shares at or above: their
purchase price. We cannot assure stockholders that the market price of: our common stock will not fluctuate or
decline significantly in- the future. Some of the factors that could negatively affect.our stock price or result in
fluctuations in the price or trading volume of .our common stock include: :

a

‘ - actual or antlcrpated vanatlons in our quarterly operatmg results

-+ - changes in our earnings estimates-or publication of research reports. about us or the real estate industry,
. - although no assurance can bé given. that ‘any research reports about us will be published;

. future sales of substant1a1 amounts of our common stock by our ex1st1ng or future stockholders
: . increases in market interest rates, wh1ch may lead purchasers of our stock to demand a hrgher y1e1d
S changes in market valuat1ons of s1nnlar compames ’ '

*. -adverse market reaction to- any 1ncreased 1ndebtedness we incur in the future; -

» “additions or departures of keéy 'personnel; -

. actions by institutional stockholders;v

* speculation in the press or investment community; and

* general market and economic conditions.
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Future offerings of debt securities, which would be senior to our common stock upon liquidation, or equity
securities, which would dilute our existing stockholders and may be senior to our common stock for the purposes
of distributions, may adversely affect the market price of our common stock. ' o

In the future, we may attempt to increase our capital resources by making additional offerings of debt or equity
securities, including medium term notes, senior or subordinated notes and classes of preferred or common stock.
Upon liquidation, holders of our debt securities and shares of preferred stock and lenders with respect to other
borrowings will receive a distribution of our available assets prior to the holders of our common stock.
Additional equity offerings may dilute the holdings of our existing stockholders or reduce the market price of our
common stock or both. Because our decision to issue securities in any future offering will depend on market
conditions and other factors beyond our control, we cannot predict or estimate the amount, timing. or nature of
our future offerings. Thus, our stockholders bear the risk of our future offerings reducing the market price of our
common stock and diluting their proportionate ownership.

Market interest rates may have an effect on the value of our common stock.

One of the factors that investors may consider in deciding whether to buy or sell our common stock is our
distribution rate as a percentage of our share price, relative to market interest rates. If market interest rates
~ increase, prospective investors may desire a higher yield on our common stock or seek securities paying higher
dividends or yields. It is likely that the public valuation of our common stock will be based primarily on our
earnings and cash flows and not from the underlying appraised value of the properties themselves. As a result,
interest rate fluctuations and capital market conditions can affect the market value of our common stock. For
instance, if interest rates rise, it is likely that the market price of our common stock will decrease, because
potential investors may require a-higher d1v1dend yield on our common stock as market rates on 1nterest—beanng
securities, such as bonds, rise.

If securities analysts do not publish research or reports about our business or if they downgrade our common
stock or our sector, the price of our common stock could decline.

The trading market for our common stock relies in part on the research and reports that industry or financial
analysts publish about us or our business. We do not control these analysts. Furthermore, if one or more of the
analysts who do cover us downgrades our shares or our industry, or the stock of any of our competitors, the price
of our shares could decline. If one or more of these analysts ceases coverage of our company, we could lose
attention in the market, which in turn could cause the price of our.common stock to decline.

Federal Income Tax Risks »
Our fazlure to qualzfy as a REIT could adversely aﬁ”ect our operations and our abzllty to make distributions.

We are owned and operated in a manner intended to qualify us as a REIT for U.S. federal income tax purposes;
however, we do not have a ruling from the IRS as to our REIT status. In addition, we own all of the common
stock of a subsidiary that has elected to be treated as a REIT, and if our subsidiary REIT were to fail to qualify as
a REIT, it is possible that we also would fail to qualify as a REIT unless we (or the subsidiary REIT) could
qualify for certain relief provisions. Our qualification and the qualification of our subsidiary REIT as a REIT will
depend on satisfaction, on an annual or quarterly basis; of numerous requirements set forth in highly technical
and complex provisions of the Code for which there are only limited judicial or administrative interpretations. A
determination as to whether such requirements are satisfied involves various factual matters and circumstances
not entirely within our control. The fact that we hold substantially all of our assets through our operating
partnership and its subsidiaries further complicates the application of the REIT requirements for us. No assurance
can be given that we, or our subsidiary REIT, will qualify as a REIT for any particular year. See “Federal Income
Tax Considerations—General” and “—Requirements for Qualification as a REIT.”

If we, or our subsidiary REIT, were to fail to qualify as'a REIT in any taxable year for which a REIT election has
been made, the non-qualifying REIT would not be allowed a deduction for dividends paid to its stockholders in
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computing our taxable income and would be subject to U.S. federal income tax (including any applicable
alternative minimum tax) on its taxable income at corporate rates. Moreover, unless the non-qualifying REIT
were to obtain relief under certain statutory provisions, the non-qualifying REIT also would be disqualified from
treatment as a REIT for the four taxable years following the year during which qualification is lost. This
treatment would reduce our net earnings available for investment or distribution to our stockholders because of
the additional tax liability to us for the years involved. As a result of such additional tax liability, we might need
to borrow funds or liquidate certain investments on terms that may be disadvantageous to us in order to pay the
applicable tax.

Even if we qualify as a REIT, we may incur certain tax liabilities that would reduce our cash Jflow and impair our
ability to make distributions. '

Even if we maintain our status as a REIT, we may be subject to U.S. federal income taxes or state taxes, which
would reduce our cash available for distribution to our stockholders. For example, we will be subject to federal
income tax on any undistributed taxable income. Further, if we fail to distribute during each calendar year at least
the sum of (a) 85% of our ordinary income for such year, (b).95% of our net capital gain income for such year,
and (c) any undistributed taxable income from prior periods, we will be subject to a 4% excise tax on the excess
of the required distribution over the sum of (i) the amounts actually distributed by us, plus (ii) retained amounts
on which we pay income tax at the corporate level. If we realize net income from foreclosure properties that we
hold primarily for sale to customers in the ordinary course of business, we must pay tax thereon at the highest
corporate income tax rate, and if we sell a property, other than foreclosure property, that we are determined to
have held for sale to customers in the ordinary course of business, any gain realized would be subject to a 100%
“prohibited transaction” tax. The determination as to whether or not a particular sale is a prohibited transaction
depends on the facts and circumstances related to that sale. We cannot guarantee that sales of our properties
would not be prohibited transactions unless we comply with certain safe-harbor provisions. The need to avoid
prohibited transactions could cause us to forego or defer sales of properties that might otherwise be in our best
interest to sell. In addition, we own interests in certain taxable REIT subsidiaries that are subject to federal
income taxation and we and our subsidiaries may be subject to state and local taxes on our income or property.

Differences between the recognition of taxable income and the actual receipt of cash could require us to sell
assets or borrow funds on a short-term or long-term basis to meet the distribution requirements of the Code.

We intend to make distributions to our stockholders to comply with the requirements of the Code for REITs and
to minimize or eliminate our corporate tax obligations; however, differences between the recognition of taxable
income and the actual receipt of cash could require us to sell assets or borrow funds on a short-term or long-term
basis to meet the distribution requirements of the Code. Certain types of assets generate substantial mismatches
between taxable income and available cash, such as real estate that has been financed through financing
structures which require some or all of available cash flows to be used to service borrowings. As a result, the
requirement to distribute a substantial portion of our taxable income could cause us to: (1) sell assets in adverse
market conditions, (2) borrow on unfavorable terms, or (3) distribute amounts that would otherwise be invested
in future acquisitions, capital expenditures, or repayment of debt, in order to comply with REIT requirements.
Any such actions could increase our costs and reduce the value of our common stock. Further, we may be
required to make distributions to our stockholders when it would be more advantageous to reinvest cash in our
business or when we do not have funds readily available for distribution. Compliance with REIT qualification
requirements may, therefore, hinder our ability to operate solely on the basis of maximizing profits.

We face possible adverse changes in tax laws including changes to state tax laws regarding the treatment of
REITs and their stockholders, which may result in an increase in our tax liability.

From time to time, changes in state and local tax laws or regulations are enacted, including changes to a state’s
treatment of REITs and their stockholders, which may result in an increase in our tax liability. The shortfall in
tax revenues for states and municipalities in recent years may lead to an increase in the frequency and size of
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such changes. If such changes occur, we may be required to pay additional taxes on our assets or income. These
increased tax costs could adversely affect our financial condition and results of operatlons and the amount of
cash available for payment of dividends.

Distributions made by REITs do not qualzfy for the reduced tax rates that apply to certain other corporate
distributions.

The maximum tax rate for distributions made by corporations to individuals is generally 15% through 2012. -
Distributions made by REITs, however, generally are taxed at the normal rate applicable to the individual
recipient rather than the 15% preferential rate. The more favorable rates applicable to regular corporate
distributions could -cause 1nvestors who. are individuals to. perceive investments in REITs to be relatively less
attractive than investments in non-REIT corporations that make distributions. :

A recharacterization of transactions undertaken by our operating partnersth may result in lost tax benefits or

prohibited transactions, whzck would dzmmzsh cash distributions to our stockholders, or even cause us to lose
REIT status.

The IRS could recharacterize transactions consummated by our operating partnership, which cou_ld result in the
income realized on certain transactions being treated as gain realized from the sale of property that is beld as
inventory or otherwise held primarily for the sale to customers in the ordinary course of business. In such event,
such gain would constitute income from a prohibited transaction and would be subject to a 100% tax. If this were
to occur, our ability to make cash distributions to our stockholders would be adversely affected. Moreover, our
operating partnership may purchase properties and lease them back to the sellers of such properties. While we
will use our best efforts to structure any such sale-leaseback transaction such that the lease will be characterized
as a “true lease,” thereby allowing us to be treated as the owner of the property for federal income tax purposes
we can give stockholders no assurance that the IRS will not attempt to challenge such characterization. In the
event that any such sale-leaseback transaction is challenged and recharacterized as a financing transaction or loan
for U.S. federal income tax purposes, deductions for depreciation and cost recovery relating to such property
would be disallowed. If a sale-leaseback transaction were so recharacterized, the amount of our adjusted REIT
taxable income could be recalculated, which might cause us to fail to meet the distribution requirement for a
taxable year. We also might fail to satisfy the REIT qualification asset tests or income tests and, consequently,
lose our REIT status. Even if we maintain our status as a REIT, an increase in our adjusted REIT taxable income

could cause us to be subject to additional federal and state income and excise taxes. Any federal or state taxes we

pay will reduce our cash available for dlstrlbutlon to our stockholders.,

Legzslatzve or regulatory action could adversely affect our stockholders.

In recent years, numerous leglslanve ]ud1c1al and adrmmstratlve changes have been made to the federal income

tax laws applicable to.investments in REITs and similar entities. Additional changes to tax laws are likely to

contintie to occur in the future, and we cannot assure stockholders that any such changes will not adversely affect
the taxation of a stockholder. Any such changes could have an adverse effect on an investment in our common
stock. Stockholders are urged to consult with their tax advisor with respect to the status of legislative, regulatory,
or administrative developments and proposals and their potential effect on an investment in common stock.

Risks Associated with Debt Financing
We have incurred and are likely to continue to incur mortgage and other indebtedness, which may increase our

business risks.

As of December 31, 2010, we had total outstanding indebtedness of approximately $1.4 billion. We are likely to
incur additional indebtedness to acquire properties or other real estate-related investments, to fund property
improvements, and other capital expenditures or for other corporate purposes, such as to repurchase shares of our
common stock through repurchase programs that our board of directors may authorize if conditions warrant or to
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fund future distributions to our stockholders. We intend to finance sizable acquisitions by increasing our ratio of
total-debt-to-gross assets ratio to a range of 30% to 40%; however, there can be no assurance that we will. be
successful in achieving or maintaining this ratio. Significant borrowings by us increase the risks of an investment
in us. For example, if there is a shortfall between the cash flow from properties and the cash flow needed to
service our indebtedness, then the amount available for distributions to stockholders may be reduced. In addition,
incurring mortgage debt increases the risk of loss since defaults on indebtedness secured by a property may result
in lenders initiating foreclosure actions. Although no such instances exist as of December 31, 2010, in those
cases, we could lose the property securing the loan that is in default. For tax purposes, a foreclosure of any of our
properties would be treated as a sale of the property for a purchase price equal to the outstanding balance of the
debt secured by the mortgage. If the outstanding balance of the debt secured by the mortgage exceeds our tax -
basis in the property, we would recognize taxable income on foreclosure, but we would not receive any cash
proceeds. We may give full or partial guarantees to lenders of mortgage debt on behalf of the entities that own
our properties. When we give a guaranty on behalf of an entity that owns one of our properties, we will be
responsible to the lender for satisfaction of the debt if it is not paid by such entity. If any mortgages or other
indebtedness contain cross-collateralization or cross-default provisions, a default on a single loan could affect
multiple properties. If any of our properties are foreclosed on due to a default, our ability to pay cash
distributions to our stockholders will be limited. '

High mortgage rates may make it difficult for us to finance or refinance properties, which could reduce the
number of properties we can acquire, our net income, and the amount of cash distributions we can make.

If mortgage debt is unavailable at reasonable rates, we may not be able to finance the purchase of properties. If
we place mortgage debt on properties, we run the risk of being unable to refinance the propertiés when the loans
become due, or of being unable to refinance on favorable terms. If interest rates are higher When we refinance our
properties, our income could be reduced. We may be unable to refinance properties. If any of these events occur,
‘our cash flow could be reduced. This, in turn, could reduce cash available for distribution to our stockholders and
may hinder our ‘ability to raise more capital by issuing more stock or by borrowing more money. '

Existing loan agreements contain, and future financing arrangements will likely contain, restrictive covenants
relating to our operations, which could limit our ability to make distributions to our stockholders.

We are subject to certain restrictions pursuant to the restrictive covenants of our outstanding indebtedness, which
may affect our distribution and operating policies and our ability to incur additional debt. Loan documents
evidencing our existing indebtedness contain, and loan documents entered into in the future will likely contain,
certain operating covenants that limit our ability to further mortgage the property or discontinue insurance
coverage. In addition, these agreements contain financial covenants, including certain coverage ratios and
limitations on our ability to incur secured and unsecured debt, make dividend payments, sell all or substantially
all of our assets, and engage in mergers and consolidations and certain acquisitions. Covenants under our existing
indebtedness do, and under any future indebtedness likely will, restrict our ability to pursue certain business
initiatives or certain acquisition transactions. In addition, failure to meet any of these covenants, including the
financial coverage ratios, could cause an event of default under and/or dccelerate some or all of our indebtedness,
which would have a material adverse effect on us. - '

Increases in interest rates would increase the amount of our variable-rate debt payments and could limit our
ability to pay dividends to our stockholders. ' ' h

Increases in interest rates will increase our interest costs associated with any future draws that we may make on
our $500 Million Unsecured Facility, which would reduce our cash flows and our ability to pay dividends to our
stockholders. In addition, if we are required to repay existing debt during periods of higher interest rates; we may
need to sell one or more of our investments.in order to repay the debt, which might not permit realization of the
maximum return on such investments. ’ :
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Changes in the market environment could have adverse affects on our interest rate swap

In conjunction with our $250 Million Unsecured Term Loan, we have entered into an interest rate swap to
effectively fix our exposure to variable interest rates urider the loan. To the extent interest rates are higher than
our fixed rate, we would realize cash savings as compared to other market participants. However, to the extent
interest rates are below our fixed rate, we incur more expense than other similar market participants, which has
an adverse affect on our cash flows as compared to other market participants.

Additionally, there is counterparty risk associated with entering into an interest rate swap. - Should market
conditions lead to insolvency or make a merger necessary for one or more of our counterparties, or potential
future counterparties, it is possible that the terms of our interest rate swap will not be honored in their current
form with a replacement counterparty. The potential termination or renegotiation of the terms of the interest rate
swap agreement as a result of changing counterparties through insolvency or merger could result in an adverse
impact on our results of operations and cash flows. -

Risks Related to Conflicts of Interest

Our Chief Executive 0ﬁ"icér and our Chief Financial Officer will be subject to certain conflicts of interest with
regard to enforcing the indemnification provisions contained in the merger agreement with our former advisor.

During 2007, we entered into a merger agreement with certain affiliates of our former advisor. Total
consideration, comprised entirely of shares of our common stock was'exchanged for, among other things, certain
net assets of our former advisor, as well as the termination of our obligation to pay certain fees required pursuant
to the terms of the in-place agreements with the former advisor. Donald A. Miller, CFA, our Chief Executive
Officer and President and one of our directors, and Robert E. Bowers, our Chief Financial Officer, Executive
Vice President, Secretary, and Treasurer, each have an economic interest in the merger consideration due to his
1% ownership interest in the entity that sold us these advisor entities. Accordingly, Mr. Miller and Mr. Bowers
may be subject to certain conflicts of interest with regard to enforcing indemnification provisions contained in
the merger agreement.

One of our independent directors serves as a director of an entity sponsored by our former advisor. This
relationship could affect his judgment with respect to enforcing the indemnification provisions contained in the
merger agreement with our former advisor.

Donald S. Moss, one of our independent directors, is a director of Wells Timberland REIT. The relationship of
Mr. Moss to an entity sponsored by our former advisor could affect his judgment with respect to enforcing
indemnification provisions of the merger agreement with our former advisor.

ITEM 1B -UNRESOLVED STAFF COMMENTS

There were no unresolved SEC staff comments as of December 31, 2010.

ITEM 2. PROPERTIES
Overview

As of December 31, 2010, we owned interests in 75 office properties, plus seven buildings owned through
unconsolidated joint ventures and two industrial buildings. Of our office properties, 72 properties were wholly-
owned and three properties are owned through consolidated joint ventures. Our 75 office properties are located in
19 metropolitan areas and, as of December 31, 2010 and 2009, these properties were approximately 89.2% and
90.1% leased, respectively, with an average lease term remaining of approximately six years as of each period
end. The decrease in occupancy in 2010 is primarily due to the purchase of a newly constructed, 142,000 square
foot, vacant building during third quarter 2010, as well as a termination by a tenant at the Aon Center Building in
Chicago, IL. The average rental revenue of our properties, as calculated for our properties on a consolidated,
accrual basis exclusive of unconsolidated joint ventures and our industrial properties, was $32.02 per leased
square foot and $32.56 per leased square foot for the years ended December 31, 2010 and 2009, respectively.
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Property Statistics

The tables below include statistics for our properties that we own directly and through our consolidated joint
ventures, but do not include our respective ownership interests in properties. that we own through our
unconsolidated joint ventures or our two industrial properties. “Annualized Lease Revenue” is defined in Item 1
of this Annual Report on Form 10-K.

The following table shows lease expirations of our office portfolio as of December 31, 2010, during each of the
next fifteen years and thereafter, assuming no exercise of renewal options or termination rights.

Annualized Rentable Square Percentage of
Lease Revenue Feet Expiring Annualized

Year of Lease Expiration . - . (in thousands) (in thousands) Lease Revenue
Vacant .:........... S $ — 2,195 0.0%
20100 L, 73,231 2,017 12:5%
2012 L, 79,771 2,053 13.6%
2013 ...... e 63,498 1,617 - 10.9%
2014 .. ' 51,894 1,684 8.9%
2015 Lo, 43,421 1,555 7.4%
20016 . z 32,623 1,181 5.6%
2017 ..... e e e 18,526 545 3.2%
2018 oo . 46,060 1,565 O 19%
20019 L ’ 49,848 1,436 ‘ 8.5%
2020 ... e e 30,652 1,125 , 5.2%
2021 ... e e 15,017 533 2.6%
2022 16,772 696 - 2.9%
2023 L . 24,837 : 1,150 - 4.2%
2024 L 22,231 540 : 3.8%
Thereafter .............. ... ... i .. 16,202 516 2.8%
$584,583 20,408 ' 100.0%

M Includes leases with an expiration date of December 31, 2010 aggregating 110,773 square feet and
Annualized Lease Revenue of $4,282,926 for which no new leases were signed.

The following table shows the geographic diversification of our portfolio as of December | 31,2010.

Annualized - Rentable Square Percentage of

. ] Lease Revenue Feet Annualized
. Location (in thousands) (in thousands) Lease Revenue
Chicago .........cooiiiiiiiii $153,709 4,889 26.3%
Washington, D.C. ........................... 122,341 3,045 20.9%
New York ..., 91,453, 2,920 15.6%
Minneapolis ................. ... .. . ... 46,187 1,612 7.9%
LosAngeles ............oou i i . 29,744 1,144 5.1%
Dallas ............ oo, 25,767 1,275 4.4%
Boston ............ ... . ... 23,764 583 4.1%
Detroit ....... ... i 18,905 929 3.2%
Philadelphia ............................... v 14,897 761 2.5%
Aflanta ........ P 10,605 750 1.8%
Houston ............. ... ... ... .. ... ... . . 9,562 313 ' 1.6%
Nashville .......... ... ... . ... .......... 6,975 - 312 1.2%
Phoenix ..........c.coiuiinnuiin . 6,287 : 557 1.1%
- Central and South Florlda ..... e S . 6,192 299 1.1%
Other® ... ... ... ... . ... e - 18,195 , 1,019 3.2%
$584 583 20,408 100.0%

(" Not more than 1% is attributable to any individual geographlc region.
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The following table shows the tenant industry diversification of our portfolio as of December 31, 2010.

Percentage of

Annualized Leased Squére '

Lease Revenue Footage Annualized
Industry (in thousands) (in thousands) Lease Revenue
Governmental Agencies ....................... $105,013 2,528 18.0%
Business Services ............u i ’ 68,338 2,170 11.7%
Depository Institutions ........................ 56,852 1,790 9.7%
Legal Services . ........... e 38,118 1,055 6.5%
Insurance Carrders .. ... ... 37,016 1,498 6.3%
Petroleum Refining & Related Industries . ......... 32,477 . 776 5.6%
Chemicals and Allied Products .. ................ ' 24,706 736 4.2%
Engineering, Accounting,.Research, Management & .

Related Services ............... ... ... . ... " 22,209 654 3.8%
Nondepository Credit Institutions ............... 20,929 765 3.6%
Communications . ............. [P 17,328 595 3.0%
Security & Commodity Brokers, Dealers,

Exchanges & Services .......... e 14,825 ' 532 2.5%
Food & Kindred Products . ..................... 14,214 423 2.4%
Electronic & Other Electrical Equipment and

Components ................coouuinini. .. 13,959 622 2.4%
Educational Services . .............. e 11,831 276 2.0%
Transportation Equipment ..................... 10,567 325 1.8%
Other®™ ... . .. .. . 96,201 3,469 16.5%

$584,583 18,214 100.0%

(" Not more than 2% is attributable to any individual tenant industry.
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The following table shows the tenant diversification of our portfolio as of December 31, 2010.

Annualized Percentage of
. Number of  Expiration  Lease Revenues Annualized
Location o Credit Rating® Properties Date® (in thousands)  Lease Revenues
U.S. Government . . . ... DT AAA /Aaa 10 & $ 76,977 13.2%
BP® .. A/A2 1 2013 32,477 5.6%

- USBancorp ................. A+ / Aa3 3 2014/2023) 29,704 5.1%
LeoBurnett ................. BBB+ /Baa2 2 2019 26,739 4.6%
State of New York ............ AA/Aa2 1 2019 18,550 32% -
Winston and Strawn . .......... No rating available® 1 2024 17,987 3.1%
Sanofi-aventis ............... AA-/Al1 - 2 2012 17,338 3.0%
Independence Blue Cross .'..... No rating available 1 2023 - 14,897 2.5%
Nestle ............... ... AA [ Aal 1 2015 13,426 2.3%
Kirkland & Ellis . ............. No rating available® 1 - 2011 11,655 2.0%
Zurich American ............. AA- 1 2011 10,878 - 1.9%
Shaw ...................... BBB-/Bal 1 2018 9,546 1.6%
State Street Bank ............. AA-/ Aa2 1 2021 © 9,413 1.6%
City of New York ............ AA/ Aa2 1 2020 9,147 - 1.6%
Lockheed Martin ............. A-/Baal 3 2014 8,939 1.5%
DDB Needham ............... BBB+/Baal 1 2018 8,855 1.5%
Gemini ..................... A+ / Aa3 1 2013 7,532 1.3%
Gallagher ................... No rating available 1 2018 6,995 1.2%
Caterpillar Financial .......... A/l A2 1 2022 6,975 1.2%
Harvard University ........... Aaa 2 2017 6,431 1.1%
Other™ . ... ................. Various 240,122 40.9%

$584,583 100%

@ Credit rating may reflect credit rating of parent or guarantor. When available, both the S&P credit rating and
the Moody’s credit rating are provided.

@ Represents the expiration year of the majority of the square footage leased by the tenant.

& Various expirations ranging from 2011 to 2025.

@ BP Corporation sub-lets substantially all of its leased space to Aon Corporation.

®  US Bancorp’s lease at the US Bancorp Center Building expires in 2014; however, their lease at the newly
purchased One & Two Meridian Crossings Buildings expires in 2023.

6  While no ratings are available for Winston & Strawn and Kirkland & Ellis, these tenants are ranked #33 and
#5, respectively, in the 2010 AmLaw 100 ranking (based on 2009 financial data), a publication of The
American Lawyer Magazine, which annually ranks the top-grossing, most profitable law firms.

™ Not more than 1% is attributable to any individual tenant.

Certain Restrictions Related to our Properties

Control of certain properties is limited to a certain extent because the properties are owned through joint
ventures. In addition, certain of our properties are subject to ground leases and certain properties are held as
collateral for debt. Refer to Schedule II listed in the index of Item 15(a) of this report, which details three

properties subject to ground leases and 21 properties held as collateral for debt facilities as of December 31,
2010.

ITEM 3. LEGAL PROCEEDINGS

For information relating to Piedmont’s legal proceedings, see Note 13 of our accompanying consolidated
financial statements.

ITEM4. RESERVED
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PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES '

Market Information. and Ho]ders ‘

Our Class A common shares were hsted on the New York Stock Exchange on February 10, 2010 undeér the
symbol “PDM.” Prior to February 10, 2010, none of our common stock was listed on .a national -securitie§
exchange and there was no established public tradlng market for such shares. Prior to the listing of our common
stock, we calculated an estimated net asset per share value of our common stock based on an appraisal of our
properties and consideration of the current value of our other assets and liabilities. The last such valuation was
performed as of December 31, 2008, and resulted in a. deternnnatlon that the estlmated net asset value of our
common stock was $22 20 per share.

As of February 22,2011, there were 25,968 common stockholders of record. of our Cfass A .eommon stock.

“ The intra-day, high and low sales prices for Piedmont’s Class A common stock were as follows:

2010 Quarters®
. . : : , First® Second Third:. ... Fourth
High ... e $21.01  $20.78. $18.98 $21.00
Low ................ e e e e $14 37 $17.30 $15.46 -$17.37

M As Piedmont’s stock was not listed on a national securities exchange untll February 10 2010 no data was
available for comparable quarters in 2009, and the high/low sales prices for first quarter 2010 are for the
period February 10, 2010 through March 31, 2010.

Distributions

We intend to make distributions each taxable year (not including a return of capital for federal income tax
purposes) equal to at least 90% of our taxable income. We intend to pay regular quarterly dividend distributions
to our stockholders. We have the ability to choose the form of dividend payment, either cash, issuance of stock,
or a combination of both. Dividends will be made to those stockholders who are stockholders as of the dividend
record dates.

Quarterly dividend distributions paid on all outstanding classes of common stock to our stockholders during the
years ended December 31, 2010 and 2009 are presented below, and all such dividend payments were made in
cash:

2010
% of Total
First Second Third Fourth Total Distribution
Total cash distributed ................... $53,777 $54,397 $54,386 $54,395 $216,955
Per-share investment income ............. $0.2172 $0.2172 $0.2172 $0.2172 $ 0.8688 69%
Per-share return of capital . ............... $0.0978 $0.0978 $0.0978 $0.0978 $ 0.3912 31%
Per-share capital gains .................. $0.0000 $0.0000 $0.0000 $0.0000 $ 0.0000 0%
Total per-share distribution . .............. $0.3150 $0.3150 $0.3150 $0.3150 $ 1.2600 100%
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2009

% of Total
First Second Third Fourth Total Distribution
Total cash distributed ................ ... $50,248 $49,397 $49,565 $49,741 $198,951
Per-share investment income ............. $0.2552 $0.2551 $0.2552 $0.2551 $ 1.0206 81%
Per-share return of capital ................ $0.0598 $0.0599 $0.0598 $0.0599 $ 0.2394 19%
Per-share capital gains .................. $0.0000 $0.0000 $0.0000 $0.0000 $ 0.0000 0%

Total per-share distribution . .............. $0.3150 $0.3150 $0.3150 $0.3150 $ 1.2600 100%

Securities Authorized for Issuance Under Equity Compensation Plans

Outstanding director options continue to be governed by the terms of the Director Option Plan; however, all
future awards will be made under the 2007 Omnibus Incentive Plan. See Note 14 of the accompanying

consolidated financial statements for further information on our stock compensation and the 2007 ‘Omnibus
Incentive Plan. - ‘

Number of securities Number of securities '
to be issued upon Weighted-average remaining available
exercise of exercise price of for future issuance
outstanding options, outstanding options, under equity
Plan category warrants, and rights ~ warrants, and rights  compensation plans
Equity compensation plans approved by security
holders ... ... 0. ..o, 8,000 $36.00 3,925,652
Equity compensation plans not approved by security :
holders ....... ... ... . .. . i, — —_ —
Total ................. P 8,000 $36.00 3,925,652
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Performance Graph ‘

The following graph compares the cumulative. total return of Piedmont’s Class A common stock with the S&P
500 and the FTSE NAREIT Equity REITs Index for the period beginning on February 10, 2010 (Piedmont’s
initial listing of its Class A common stock on the NYSE) through December 31, 2010. The graph assumes a $100
investment in each of the indices on February 10, 2010 and the reinvestment of all dividends.

COMPARISON OF 10 MONTH CUMULATIVE TOTAL RETURN
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February 10, 2010

to December 31, 2010
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N Piedmont Office Realty TrustInc. ...................... 100.00- 137.85
S&PS500 ... e 100.00 119.36

FISE NAREIT Equity REITS ................... R 100.00 134.98

The performance graph above is being furnished as part of this Annual Report solely in accordance with the
requirement under Rule 14a-3(b)(9) to furnish Piedmont’s stockholders with such information and, therefore, is
not deemed to be filed, or incorporated by reference in any filing, by Piedmont under the Securities Act of 1933
or the Securities Exchange Act of 1934.
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ITEM 6. SELECTED FINANCIAL DATA

The following sets forth a summary of our selected financial data as of and for the years ended December 31,
2010, 2009, 2008, 2007, and 2006 (in thousands except for per-share data). Our selected financial data is
prepared in accordance with U.S. generally accepted accounting principles (“GAAP”), except as noted below:

2008

2007

2010 2009 2006
Statement of Income Data®:;
Total revenues ........ T $ 588,838 $ 598,504 $ 615,587 $ 586,870 $ 564,435
Property operating costs . ........................ $ 217,871 $ 230,588 $ 225467 $ 225,855 $ 228,370
Depreciation and amortization . ................... $ 148,902 $ 161,816 $ 160,238 $ 169,315 $ 162,015
Casualty and impairment loss on real estate assets .... $ $ 35063 % — 3 — $ 7,765
General and administrative expenses ............... $ 29201 $ 27315 $ 30497 $ 27947 $ 16,899
Other expense . .........c.oviviiiiiiinnnen.. .. . $ 66639 $ 73189 § 72316 $ 55749 $ 56,609
Income from continuing operations®® .. ............ $ 126,225 $ 70,533 $ 127,069 $ 108,004 $ 92,777
Income from discontinued operations® . ............ $ (5315 % 46458 4791 $ 26317 $ 41,204
Net income attributable to noncontrolling interest . . . . . $ B3 $ @) $ (546) $ 71D $ (657)
Net income attributable to Piedmont ............... $ 120,379 $§ 74,700 $ 131,314 $ 133,610 $ 133,324
Cash Flows:
Cash flows from operations ...................... $ 275,750 $ 281,543 $ 296,515 $ 282,527 $ 278,948
Cash flows used in investing activities ............. $ (80,194)$ (68,666) $ (191,926) $ (71,157) $ (188,400)
Cash flows used in financing activities (including
dividendspaid) .............................. $ (148,842) $ (223 206) $ (149,272) $ (190,485) $ (95,390)
Dividendspaid ................................ $ (216,955) $ (198,951) $ (279,418) $ (283,196) $ (269,575)
Per-Share Data®:
Per weighted-average common share data:
Income from continuing operations per share— )
basic ...... ... $ 0.74 $ 044 $ 079 $ 067 $ 0.60
Income from continuing operations per share—
diluted........... .. . ... $ 073 $ 044 $ 079 $ 0.67 $ 0.60
Income from discontinued operations per share—
basicanddiluted......................... $ 0.03) $ 003 $ 003 § 016 $ 0.27
Net income attributable to Piedmont per share— : '
basic ... $ 0.71 § 047 $ 082 $ 083 $ 0.87
Net income attributable to Piedmont per share—
diluted ........ .. ... $ 0.70 $ 047 $ 082 $ 083 § 0.87
Dividends declared ......................... $ 12600 $§ 12600 $ 17604 $ 1.7604 $ 1.7604
Weighted-average shares outstanding—basic (in
thousands) ............................. 170,753 158,419 159,586 160,698 153,898
Weighted-average shares outstanding—diluted (in ) '
thousands) .................... ... ...... 170,967 158,581 159,722 160,756 153,898
Balance Sheet Data (at period end) .
Totalassets ...t $4,373,480 $4,395,345 $4,557,330 $4,579,746 $4,450,690
Total stockholders’ equity "~ .:.................... $2,773,454 $2,606,882 $2,702,294 $2,886,991 $2,856,747
Outstanding debt .............................. $1,402,525 $1,516,525 $1,523,625 $1,301,530 $1,243,203
Funds from Operations Data®: o
Net income attributable to Piedmont ............... $ 120379 § 74,700 $ 131,314 $ 133,610 $ 133,324
Depreciation of real estate assets—wholly-owned '
properties and unconsolidated partnerships . . . . 105,107 106,878 100,849 96,432 96,745
Amortization of lease costs—wholly-owned
properties-and unconsolidated partnerships . .. . 45,334 . 57,708 62,767 77,232 73,664
Loss (gain) on sale—wholly-owned properties . .. 817 — — (20,680) (27,922)
(Gain) loss on sale—unconsolidated
partnerships ............. ... ... ..., (25) — — (1,129) 5
Funds From Operations® ...................... $ 271,612 $ 239,286 $ 294,930 $ 285,465 $ 275816
Loss on impairment of real estate assets—wholly-
owned properties and unconsolidated
partnerships ....................... . .... 9,640 37,633 2,088 — 7,565
Core Funds From Operations® ................. $ 281,252 $ 276919 $ 297,018 $ 285,465 $ 283,381
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() Prior period amounts have been adjusted to- conform with the current period presentation, including
classifying revenues from sold properties as discontinued operations, as well as all share and per share
amounts being adjusted to give effect to the Recapitalization, for all periods presented.

@ Net income calculated in accordance with GAAP is the starting point for calculating Funds from Operations
(“FFO”) and Core Funds From Operations (“Core FFO”). FFO and Core FFO are non-GAAP financial
measures and should not be viewed as an alternative measurement of our operating performance to net
income. We believe that FFO and Core FFO are beneficial indicators of the performance of an equity REIT.
Specifically, FFO calculations exclude factors such as depreciation and amortization of real estate assets and
gains or losses from sales of operating real estate assets. As such factors can vary among owners of identical
assets in similar conditions based on historical cost accounting and-useful-life estimates, FFO and Core FFO
may provide valuable comparisons of operating performance between periods and with other REITS.
Management believes that accounting for real estate assets in accordance with GAAP implicitly assumes
that the value of real estate assets diminishes predictably over time. Since real estate values have historically
risen or fallen with market conditions, many industry investors and analysts have considered the
presentation of operating results for real estate companies that use historical cost accounting to be

_ insufficient by themselves. As a result, we believe that the use of FFO and Core FFO, together with the
required GAAP. presentation, provides a more complete understanding of our performance relative to our
competitors and a more informed and appropriate basis on which to make decisions involving operating,
financing, and investing activities. We calculate FFO in accordance with the current National Association of

" Real Estate Investment Trusts (“NAREIT”) definition. NAREIT currently defines FFO as net income
(computed in accordance with GAAP), excluding gains or losses from sales of property, plus depreciation
and amortization on real estate assets, and after the same adjustments for investments in unconsolidated
joint ventures. However, other REITs may not define FFO in accordance with the NAREIT definition, or
may interpret the current NAREIT definition differently than we do; therefore, our computation of FFO may
not be comparable to such other REITs. Further, we calculate Core FFO as FFO (computed in accordance
with NAREIT) excluding impairment charges and other significant non-recurring charges. Adjustments for
impairment charges on investments in unconsolidated partnerships are also adjusted when calculating Core
FFO. S

ITEM7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion and analysis should be read in conjunction with the audited consolidated financial
* statements and notes thereto as of December 31, 2010 and 2009, and for the years ended December 31, 2010,
2009, and 2008 included elsewhere in this Annual Report on Form 10-K. See also “Cautionary Note Regarding
Forward-Looking Statements” preceding Part I of this report and “Risk Factors” set forth in Item 1A. of this
report.

Overview

We are a fully integrated, self-managed real estate investment trust specializing in the acquisition, ownership,
management, development, and disposition of primarily high-quality Class A office buildings located in major
U.S. office markets and leased primarily to high-credit-quality tenants. We operate as a real estate investment
trust for federal income tax purposes.

Since our formation in 1997, we have completed four public offerings of common stock. Combined with our
dividend reinvestment plan, these offerings raised approximately $5.8 billion in total offering proceeds. The
proceeds from these sales of common stock, net of offering costs and other expenses, were used primarily to fund
the acquisition of real estate properties and certain capital expenditures identified at the time of acquisition, as
well as to fund redemptions pursuant to our share redemption program. On February 10, 2010, we listed our
Class A common stock on the NYSE. We completed our most recent public offering (our first publicly listed
offering), on February 16, 2010, selling 13.8 million shares. Our anticipated sources of capital are (i) cash
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generated from operations, (ii) proceeds from our completed public offerings, (iii) borrowings under our existing
$500 Million Unsecured Facility and any other future debt facilities, and (iv) proceeds from selective
dispositions. ‘

We filed an amendment to our charter to effect the ‘Recapitalization of our common stock on January 22, 2010.
Pursuant to the Recapitalization, each share of our outstanding common stock was converted automatically into:

*  1/12th of a share of our Class A common stock; plus’
*  1/12th of a share of our Class B-1 common stock; plus
*. 1/12th of a share of our Class B-2 common stock; plus

. ,1‘/ 12th of a sﬁare of our Class B-3 coimhon stock.
All of our Class B common stock had converted to Class A common stock by January 30, 2011.

The Recapitalization also had the effect of reducing the total number of outstanding shares of our common stock.
The Recapitalization was effected on a pro rata basis with respect to all of our stockholders. Accordingly, it did
not affect any stockholder’s proportionate ownership of our outstanding shares except for any changes resulting
from the payment of cash in lieu of fractional shares. '

As of December 31, 2010, we owned and operated 75 office properties (excluding seven buildings owned
through unconsolidated joint ventures and two industrial buildings), which are located in 19 metropolitan areas.
These 75 office properties comprise approximately 20.4 million square feet, primarily Class A commercial office
space, and were approximately 89.2% and 90.1% leased as of December 31, 2010 and 2009, respectively.

Liqﬁidity and Capital Resourées

We intend to use cash flows generated from the operation of our wholly-owned properties and distributions from
our unconsolidated joint ventures, proceeds from our existing $500 Million Unsecured Facility, and proceeds
from the recent sale of the 111 Sylvan Avenue Building as our primary sources of immediate and long-term
liquidity. In addition, the potential selective disposal of existing properties and other financing opportunities
(such as issuance of additional equity or debt securities or additional borrowings from third-party lenders)
afforded to us based on our relatively low leverage and quality asset base may also provide additional sources of
capital; however, the availability and attractiveness of terms for these sources of capital is highly dependent on
market conditions. As of the time of this filing, we have no outstanding amounts under our $500 Million
Unsecured Facility; therefore, we had the full capacity available for future borrowing with the exception of
approximately $21.8 million of capacity that is reserved as security for outstanding letters of credit required by
various third parties. :

We anticipate that our most immediate use of capital will be to fund capital expenditures for our existing
portfolio of properties. These expenditures include two types of specifically identified building improvement
projects: (i) general repair and maintenance projects that we as the owner may choose to perform at any of our
various properties, and (ii) tenant improvement allowances and leasing commissions negotiated as part of
executed leases with our tenants. The timing and magnitude of general repair and maintenance projects are
subject to our discretion. We anticipate funding approximately $111.4 million in unrecorded contractual
obligations for tenant improvements related to our existing lease portfolio over the respective lease term, much of
which we estimate may be required to be funded over the next five years. For many of our leases, the timing of
the actual funding of these tenant improvements is largely dependent upon tenant requests for reimbursement. In
some cases, these obligations may expire with the leases without further recourse to us. Finally, projected
amounts for tenant improvements and. leasing commissions related to anticipated re-leasing efforts are generally
expected to increase in the near to medium term as a significant number of our leases are scheduled to expire
over the mext three years. However, the timing and magnitude of these amounts are subject to change as
competitive market conditions at the time of lease negotiations dictate. =
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Subject to the availability of attractive properties and our ability to consummate additional acquisitions on
satisfactory terms, acquiring new assets compatible with our investment strategy could also be a significant use
of capital. Further, dependent upon actual disposition and acquisition activities, we currently anticipate that we
will repay the full outstanding balance of the $250 Million Unsecured Term Loan, which is the only near-term
debt maturity we have in 2011, using availability under our $500 Million Unsecured Facility. We also anticipate
using funds to make other scheduled debt service payments and/or debt repayments when such obligations
become due.

Our cash flows from operations depend significantly on market rents and the ability of our tenants to make rental
payments. While we believe the diversity and high credit quality of our tenants help mitigate the risk of a
significant interruption of our cash flows from operations, the challenging economic conditions that we are
currently experiencing, the downward pressure on rental rates in most of our markets, the potential for an
increase in interest rates, or the possibility for a further downturn in one of our concentration markets, could
adversely impact our operating cash flows. Our primary focus is to achieve an attractive long-term, risk-adjusted
return for our stockholders. Competition to attract and retain high-credit-quality tenants remains intense due to
general economic conditions. At the same time, as mentioned above, a significant number of our leases at our
properties are scheduled to expire over the next three years, and the capital requirements necessary to maintain
our current occupancy levels, including payment of leasing commissions, tenant concessions, and anticipated
leasing expenditures, could increase. As such, we will continue to closely monitor our tenant renewals, rental
rates, competitive market conditions, and our cash flows. The amount and form of payment (cash or stock
issuance) of future dividends to be paid to our stockholders will continue to be largely dependent upon (i) the
amount of cash generated from our operating activities, (ii) our expectations of future cash flows, (iii) our
determination of near-term cash needs for debt repayments and selective acquisitions of new properties, (iv) the
timing of significant expenditures for tenant improvements and general property capital improvements,:
(v) appropriate long-term payout ratios for comparable companies, (vi) our ability to continue to access
additional sources of capital and (vii) the amount required to be distributed to maintain our status as a REIT.
Given the fluctuating nature of cash flows and expenditures, we may periodically borrow funds on a short-term
basis to cover timing differences in cash-collections and cash receipts. Although we covered the dividend out of
operating cash flows in 2010, slight declines in projected Core FFO, coupled with increasing capital
commitments for new leases, lead us to believe that we will likely not cover our dividend in 2011 and/or 2012.

We will closely monitor these projections and will consider adjusting our dividend policy accordingly.

Results of Operations
Comparison of the year ended December 31, 2010 vs. the year ended December 31, 2009

Our income from continuing operatlons increased from 2009 to. 2010 primarily due to the recognition of a
non-recurring impairment loss of approximately $35.1 million in the prior year; lower operating expenses at
several of our buildings, primarily related to lower estimated property tax assessments; the recognition of an
additional $5.0 million in other rental income related to lease terminations at certain of our properties; and lower
interest expense due to a lower, fixed interest rate on the $250 million Term Loan, as compared to the prior year.
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The following table sets forth selected data from our consolidated statements of income for the years ended
December 31, 2010 and 2009, respectively, as well as each balance as a percentage of total revenues for the years
presented (dollars in millions): : : S o

Decemﬁer 31 "Dec"ember 31, $\Increas‘e
‘ 2010 i i 2009 i (Decrease)
Revenue: o ‘ .
Rentalincome ................... ... oo i, $442.7 $443.4 0.7)
Tenant reimbursements . . . . .. e . 1351 . L 1492 . (14.0)
Property management fee revenue . .. ..., ... e e .32 ' 31 .01
Other rental income .. ... .. e e .. - 78 .. 28 5.0
Total revenues ....................... iee...... 5888 100% 5985 100%  (9.7)
Expense;: " : S .
Property operating costs .. .............cc... ... ... . -217.9 37%  230.6 38% (12.7)
Depreciation ............. . e w7 103.9 7% 1045 - 18% (0.6)
Amortization ............... PR el e 449 8% 57.3 10% (12.4)
Impairment loss on real estate assets . .................. C— - 0% 351 ° 6% (35.1),
General and administrative expense . ......... e 292 7 5% 273 4% 1.9
Real estaté operating income . . ... .. . U L. 1929 33% 1437 24% 492
Other income (expense): i o o N o
Interest eXpense ................... e (72.8)  12% .(71.7) .13% (4.9)
Interest and other income . . ... .. P S . S35 0% 44 1%  (0.9)
Equity in income of unconsolidated joint ventures .. ... o 2.6 0% . 01 0% 25
Income from continuing operations . . . ... i - . $126.2 21% - $ 70.5 12% - 55.7
Revenue

Rental income remained relatively flat for the year ended December 31, 2010, approximately $442.7 million, as

compared to the prior year, approximately $443.4. million. However, there was lower occupancy during the

current period at our Aon Center Building in Chicago, Illinois and the 110 Hidden Lake Circle Building in

Duncan, South Carolina. The unfavorable decrease was largely offset by an increase in occupancy at our

Glenridge Highlands Two Building in Atlanta, Georgia as well as our 60 Broad Street Building in New York,

New York. Tenant reimbursements decreased from approximately - $149.2 million for the year .ended -
December 31, 2009 to approximately $135.1 million for the year ended December 31, 2010. Of the decrease,

approximately $13.1 million is due to lower recoverable estimated property taxes as well as lower estimated

tenant-requested services. The remaining variance is attributable to an overall reduction in'recoverable expenses

due to a partial lease termination at the' Aon Center Building. ’ S

Other rental income is comprised primarily of income recognized for lease terminations and restructurings.
Unlike the majority of our rental income, which is recognized ratably over long-term contracts, other rental
income is recognized once we have completed our obligation to provide space to the tenant. Lease terminations
and restructurings of approximately $7.8 million for the year ended December 31, 2010 relates primarily to a
lease termination at our Chandler Forum Building in Chandler, Arizona of approximately $3.4 million, as well as
lease terminations at our 110 Hidden Lake Circle Building, Aon Center Building and our Eastpointe Corporate
Center Building located in Issaquah, Washington. Prior year other rental income relates primarily to leases
terminated at the Aon Center Building and the 1901 Main Street Building in Irvine, California of approximately
$1.9 million and $0.5 million, respectively. We do not expect such income to be comparable in future periods, as
it will be dependent upon the exercise of lease terminations by tenants and/or the execution of restructuring
agreements that may either not be in our control, or are deemed by management to be in the best interest of the
portfolio over the long term.
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Expense

Property operating costs decreased approximately $12.7 million for the year ended December 31, 20'10 compared
to the prior year. This variance is primarily the result of successful appeals: of the assessed values at several of
our buildings resultlng in lower estimated ‘property tax expense of approxrmately $10.5 million. Lower
recoverable tenant-requested services (i.e. billback expenses) of approximately $2.0 million also contributed to
the year over year decrease.

Depreciation expense decreased approximately $0.6 million for the year ended December 31, 2010 compared to
the prior year. The decrease in depreciation expense is largely due to an adjustment to accelerate deprecrauon
expense on tenant 1mprovements in the prior year related to various lease terminations at certain of our burldmgs
as well as lower depreciation expense in the current year related to the reclassification of the 111 Sylvan Avenue
Building to held for sale in May 2010, and its subsequent disposition in December 2010. The decrease’ was
mostly offset by an increase in other tenant improvements placed in service after December 31, 2009 at various
buildings within our portfolio, as well as the acquisition of three buildings in the latter half of 2010.

Amortization expense decreased approximately $12.4 million for the year ended December 31, 2010 compared to
the prior year. The decrease primarily relates to lease intangible assets that have fully amortized subsequent to
January 1, 2009, resultrng in less amortization of approximately $9.8 million, as well as a decrease in
adjustments to accelerate amortization expense on certain lease intangible assets related to various lease
terminations at certain of our buildings compared to the prior year of approximately $3.8 million, However, this
decrease during the current period was partially offset by an increase in amortization related to new deferred
lease acquisition costs associated with the acquisition or renewal of tenants subsequent to December 31, 2009,
which are amortized over the life of the respective leases.

We d1d not recognize an impairment loss on our held- for—use wholly-owned buildings durmg the current year;
however, during the year ended December 31, 2009, we recognized an impairment loss of approx1mate1y $35.1
million as a result of lowering expected future rental income and reducing the intended holding periods for the
Auburn Hills Corporate Center Building in Auburn Hills, Michigan, and -the 1441 West Long Lake Road
Building in Troy, Michigan, as well as the 1111 Durham Avenue Building in South Plainfield, New Jersey..

General and administrative expenses increased approximately $1.9 million for the year ended December 31, 2010
compared to the prior year. The variance is primarily attributable to an increase in transfer agent expenses
associated with our recent recapitalization, listing of our shares on the New York Stock Exchange, and related
investor support services of approximately $4.2 million. Also, we incurred higher employee benefit costs of
approximately $1.4 million, primarily due to the new stock performance.component of the 2010 Long Term
Incentive Compensation Plan which effects long-term incentive compensation grants for officers and resulted in
earlier recognition of expense as compared to the prior year. These increases were partially offset by insurance
recoveries related to our defense of ongoing litigation during the current period.

Other Income (Expense)

Interest expense decreased approximately $4.9 million for the year ended December 31, 2010 compared to the
prior year. When we extended the $250 Million Term Loan in June 2010, we entered into new interest rate swap
agreements with four counterparties to effectively fix the rate on the $250 Million Unsecured Term Loan at
2.36% compared to the prior rate of 4.97% for the full year in 2009. The decrease is also attributable to lower net
borrowings on our $500 Million Unsecured Facility in the current year due to the receipt of approximately
$184.4 million in net offering proceeds in February 2010.

Interest and other income decreased approximately $0.9 million for the year ended December 31, 2010 compared
to the prior year. The variance is attributable to a $0.8 million non-recurring settlement in the prior period of an
acquisition contingency in our favor for an acquisition which closed in 2003.
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Equity in income of unconsolidated joint ventures increased approximately $2.5 million for the year ended
December 31, 2010 compared .to the prior year. The increase was primarily a result of recognizing our
proportionate share of an impairment loss on one of our unconsolidated joint ventures of approximately $2.6
million in the prior period. We expect equity in income of unconsolidated joint ventures to fluctuate based on the
timing and extent to which dispositions occur as our unconsolidated joint ventures approach their stated
dissolution periods. ' ‘

Income from continuing operations per share on a fully diluted basis increased from $0.44 for the year ended
December 31, 2009 to $0.73 for the year ended December 31, 2010 for a number of reasons, including the
impairment loss incurred in the prior year, higher other rental income in the current year due to income -
recognized for lease terminations and restructurings, as well as lower operating expenses primarily related to
lower estimated property tax assessments at several of our buildings, and lower interest expense as compared to
prior year.

Discontinued Operations

In accordance with GAAP, we have classified the operations of the 111 Sylvan Avenue Building in Englewood
Cliffs, New Jersey, which sold in 2010, as discontinued operations for all periods presented. (Loss)/income from
discontinued operations was approximately $(5.3) million and $4.6 million for the years ended December 31,
2010 and 2009, respectively. Loss from discontinued ‘operations during the current year is the result of
recognizing an impairment charge of approximately $9.6 million in conjunction with adjusting the assets to
estimated fair value (the sales price), less estiniated costs to sell, as well as a subsequent loss on the sale of the
building of approximately $0.8 million, which was the result of costs incurred for the substitution of another
property for the 111 Sylvan Avenue Building in our Secured Pooled Facility. We do not expect that income from
discontinued operations will be comparable to future periods, as such income is subject to the timing and
existence of future property dispositions.

Compériso’n of the year ended December 31, 2009 vs. the year ended December 31, 2008

Our income from continuing operations decreased from 2008 to 2009 primarily due to the recognition of an
impairment loss of approximately $35.1 million related to the Auburn Hills Corporate Center Building in Auburn
Hills, Michigan; the 1441 West Long Lake Road Building in Troy, Michigan; and the 1111 Durham Avenue
Building in South Plainfield, New Jersey. The decrease in income from continuing operations is also due to the
recognition of approximately $13.3 million in 2008 in other rental income related to significant lease
terminations in 2008 at our Glenridge Highlands Two Building; our 6031 Connection Drive Building in Irving,
Texas; our 3750 Brookside Parkway Building in Alpharetta, Georgia; and our 90 Central Street Building in
Boxborough, Massachusetts. B ’ - :
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The following table sets forth selected data from our consolidated statements of income for the years' ended
December 31, 2009 and 2008, respectively, as well as each balance as a percentage of total revenues for the years
presented (dolars in millions):

December 31, December 31, $ Increase
. 2009 i 2008 i (Decrease)
Revenue:
Rental income ... .. P P $4434 $448.8 - 5.4
Tenant reimbursements . ... .........ooueeeennenenn... 1492 . 150.3 (1.1)
Property management feerevenue ..................... 3.1 3.2 ‘ 0.1)
Other rental income ........ e 2.8 13.3 ) (10.5)
Totalrevenues . ...........covo..... e 598.5 100% 615.6 100% (17.1)
Expense: - - . ] ) . .
Property operating costs ........ e e -230.6 38%  225.5 36% 5.1
Depreciation .......... ..ot 104.5 18% 98.2 16%. 6.3 .
AMOTtZAtion . . ... ..ottt 573 10%  62.0 10% (@4.7)
Impairment loss on real estate assets ..., ..., 35.1 6% = — 0% 35.1
General and administrative expense .................... 27.3 4% 30.5 5% (3.2)
Real estate operating income . ..... e 143.7 24%  199.4 33% . (55.7)
Other income (expense) o _
Interest expense ............... P . 77.7) 13%  (76.0) 12% 1.7
Interest and otherincome . ........................... 4.4 1% 34 0% 1.0
Equity in income of unconsolidated joint ventures e 0.1 0% 03 0% (0.2)

Income from continuing operations .................. $ 70.5 12% $127.1 21% (56.6)

Continuing Operations
Revenue

Rental income and tenant reimbursements decreased from approximately $448.8 million and $150.3 million,
respectively, for the year ended December 31, 2008 to approx1mate1y $443.4 million and $149.2 million,
respectively, for the year ended December 31, 2009. The decrease in rental income relates primarily to a
reduction in rent associated with the early termination of the Cingular lease at our Glenridge Highlands Two
Building during the fourth quarter 2008. A significant portion of the vacated space at the Glenridge nghlands
Two Building has subsequently been re-leased to a new tenant. The decrease in tenant reimbursement revenue is
attributable to adjustments to both current and prior year operating expense recoveries of reimbursable amounts
of approximately $3.1 million. We also had approximately $1.2 million less of tenant reimbursements at our
Glenridge Highlands Two Building primarily because of the termination of the lease discussed above, and the
fact that the new tenant at this location has a gross rental structure with a base-year for operating expenses in
2009, which precludes the reimbursement of operating expenses. These decreases in reimbursement revenue
were partially offset by an increase in property tax recoveries and relmbursable tenant-requested services at
certain of our properties of approximately $3.2 mllhon

Other rental income decreased approximately $10.5 million for the year ended December 31, 2009 as compared
to the year ended December 31, 2008. Unlike the majority of our rental income, which is recognized ratably over
long-term contracts, other rental income consists primarily of lease termination fee income in both years and is
recognized once we have completed our obligation to provide space to the tenant, regardless of the date we
actually receive the payment of the fee. Other rental income for 2008 relates primarily to leases terminated at the
Glenridge Highlands Two Building, at the 90 Central Street Building, at the 3750 Brookside Parkway Buﬂdlng,
and at the 6031 Connection Drive Building. Other rental income for 2009 relates primarily to leases terminated at
the Aon Center Building.and the Auburn Hills Corporate Center Building.
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Expense

Property operating costs increased approximately $5.1 million for the year ended December 31, 2009, as
compared to the year ended December 31, 2008. This increase is the result of increases in' tenant expenses at
certain of our properties, a majority of which relates to property taxes of approximately $7.0 million, billback
expenses (i.e. tenant-requested services) of approximately $1.1 million, and repair and maintenance costs of
approximately $0.7 million which are noted above as being reimbursed by tenants pursuant to their respective
leases. This increase was partially offset by a decrease in utility costs of approximately $3.7 million.

Depreciation expense increased approximately $6.3 million for the year ended December 31, 2009, as compared
to the year ended December 31, 2008. Building improvements at the Aon Center Building as well as tenant-
related expenditures at other properties contributed approximately $3.8 million of the increase, and accelerated
depreciation charges related to lease termination by tenants at the Chandler Forum Building in Chandler, Arizona
(partial lease termination) and the 1901 Main Street Building in Irvine, California contributed approximately $1.6
million of the increase. Additionally, the year ended December 31, 2009 includes twelve full months of
depreciation related to the acquisition of the Piedmont Pointe II Building in Bethesda, Maryland (acquired in
June 2008), as compared to approximately six months of depreciation related to the same building during 2008,
resulting in additional depreciation expense in the current year of approximately $0.7 million.

Amortization expense decreased approximately $4.7 million for the year ended December 31, 2009, as compared
to the year ended December 31, 2008. The decrease is primarily due to intangible lease assets which have
become fully amortized subsequent to December 31, 2007, principally at the Glenridge Highlands Two Building,
the 9211 Corporate Boulevard and the 9221 Corporate Boulevard Buildings (f/k/a Lockheed Martin I & II
Buildings) in Rockville, MD, and the 3100 Clarendon Building in Arlington, VA. The decrease in amortization.
expense was partially offset by higher charges to amortization in order to adjust intangible lease assets and
deferred lease costs associated with lease terminations and restructurings to their net realizable value in the year
ended December 31, 2009. The largest of these charges related to a lease termination at the Fairway Center II
Building in Brea, CA of approximately $2.8 million.

During 2009, we recognized an impairment loss of approximately $35.1 million as a result of lowering expected
future rental income and reducing the intended holding periods for the Auburn Hills Corporate Center Building,
and the 1441 West Long Lake Road Building, as well as the 1111 Durham Avenue Building. The decision to
reduce future rental revenues and the holding periods for the two Detroit assets was prompted by the loss of
prospective replacement tenants and overall declines in the Detroit, Michigan market. Further, changes in
management’s expectation of re-leasing prospects of the New Jersey asset, coupled with general market declines
in.the South Plainfield submarket in which it is located, prompted the reduction of intended hold period and.
future rental revenues during 2009. The cumulative effect of these decisions triggered a reassessment of leasing
assumptions for these buildings, which entailed, among other things, evaluating market rents, leasing costs and
the downtime necessary to complete the necessary releasing activities (See Note 12 to our accompanying
consolidated financial statement for further details).

General and administrative expenses decreased approximately $3.2 million for the year ended December 31,
2009, as compared to the year ended December 31, 2008. Of this decrease, approximately $1.5 million is related
to net savings realized through the termination of a service agreement with our former advisor in July 2008 as
well as a reduction in services related to another service agreement with our former advisor in 2009.
Additionally, offering costs of approximately $0.9 million which had been capitalized in 2007 in anticipation of a
public stock offering, were later expensed in 2008 when such offering was indefinitely delayed. Finally, we
recognized approximately $0.2 million of recoveries in 2009 of previously recorded bad debt reserves which
were deemed to be recoverable. In contrast, we incurred approximately $0.6 million of bad debt charges in 2008.

Other Income (Expense)

Interest expense, which includes interest incurred under our interest rate swap, increased approximately $1.7
million for the year ended December 31, 2009, as compared to the year ended December 31, 2008. Although in
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general, interest rates and borrowings were lower compared to 2008, we incurred a full year of interest expense
related to our $250 Million Unsecured Term Loan during 2009, as opposed to appr0x1mate1y six months of
expense in the prior year.

Interest and other income increased approximately $1.0 million for the year ended December 31, 2009, as
compared to the year ended December 31, 2008. This increase is primarily due to the followmg non-recurrmg
items: (1) the settlement of an acquisition contingency in our favor at a certain acquisition which closed in 2003
of approximately $0.8 million, and (2) loan extension fee income of approximately $0.2 million related to our
investments in mezzanine debt in 2009.

Equ1ty in income of unconsolidated joint ventures decreased approx1mately $0 2 mﬂhon during the year ended
December 31, 2009, as compared to the year ended December 31, 2008, primarily as a result of recognizing our
proportlonate share. of an-impairment loss on the joint venture which owns the 47300 Kato Road Building: in
Fremont, California of approximately $2.6 million in 2009 as compared with recognizing our proportionate share
of an impairment loss on the joint venture which owns the 20/20 Building in Leawood, Kansas in 2008-of
approximately $2.1 million. The decrease in the income was also partially offset as a result of lease intangible
assets which have fully amortized at the AIU Building in Hoffman Estate, Illinois.

Income from continuing operations per share on a fully diluted basis decreased from $0.79 per share for the year
ended December 31, 2008 to $0.44 per share for the year ended December 31, 2009 primarily as a result of the
impairment loss incurred in 2009 as well as significant other rental income related to lease terminations in prior
periods which were recognized in 2008. We also incurred higher depreciation expense mostly due to a full year’s
depreciation at our Piedmont Pointe II Building, as well as building 1mprovements and other tenant-related
expendltures at various propertles in 2009.

Discontinued Operations

In accordance with GAAP, we have classified the operations of properties held for sale and sold as discontinued
operations for all periods presented. Income from discontinued operations was approximately $4.6 million and
approximately $4.8 million for the years ended December 31, 2009 and 2008, ‘respectively. These amounts
consist of operations of the 111 Sylvan Avenue Building in Englewood Cliffs, New Jersey sold in December
2010, as well as the Citigroup Fort Mill Building in Fort Mill, South Carolina and the Videojet Technology
Building in Wood Dale, Iilinois, which were both sold in March 2007, but had annual operating expense
adjustments recogmzed in the ﬁrst quarter 2008.

Funds From Operations, Core Funds From Operations, and Adjusted Funds From Operations (“AFFO”)

Net income calculated in accordance with GAAP is the starting point for calculating FFO, Core FFO, and AFFO.
FFO, Core FFO, and AFFO are non-GAAP financial measures and should not be viewed as an alternative
measurement of our operating performance to net income. Management believes that accounting for real estate
assets in accordance with GAAP implicitly assumes that the value of real estate assets diminishes predictably
over time. Since real estate values have historically risen or fallen with market conditions, many industry
investors and analysts have considered the presentation of operating results for real estate companies that use
historical cost accounting to be insufficient by themselves. As a result; we believe that the use of FFO, Core FFO,
and AFFO, together with the required GAAP presentation, provides a more complete understanding of our
performance relative to our competitors and a more informed and appropriate basis on which to make decisions
involving operatlng, flnancmg, and investing activities.

We calculate FFO in accordance with the current NAREIT definition as follows: Net income (computed in
accordance with GAAP), excluding gains or losses from sales of property, plus depreciation and amortization on
real estate assets (including our proportionate share of depreciation and amortization related to investments in
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unconsolidated joint ventures). Other REITs may not define FFO in accordance with the NAREIT definition, or
may interpret the current NAREIT definition differently than we do; therefore, our computation of FFO may not
be comparable to such other REITs.

We calculate Core FFO as FFO (calculated as set forth above) less impairment charges and significant,
non-recurring items (including our proportionate share of any impairment charges or extraordinary items
recognized during the period related to investments in unconsolidated joint ventures).

We calculate AFFO as Core FFO (calculated as ‘set forth above) exclusive of the net effects of: (i) amortization
associated with deferred financing costs; (ii) depreciation on non-income-producing real estate = assets;
(iii) straight-line lease revenue/expense; (iv) amortization of above and below-market lease intangibles;
(v) stock-based and other non-cash compensation expense; (vi) amortization of mezzanine discount income; and
(vii) non-incremental capital expenditures (as defined below). Our proportionate share of such adjustments
related to 1nvestments in unconsolidated ]omt Ventures are also included when calculatlng AFFO.

Reconcﬂlatlons of netincome to FFO, Core FFO and AFFO are presented below (1n thousands except per share
amounts): :

Per Per Per
2010 share® 2009 share® 2008 share®
Net income attributable to Piedmont ............ $120,379 $ .70 $ 74,700 $ 47 $131,314 $ .82

-Depreciation of real assets—wholly-owned
properties and.unconsolidated : : : :
partnerships ... ... ... ... .l 105,107 .62 106,878 ... .68 . 100,849 .63
Amortization of lease-related costs— B :
wholly-owned properties and

unconsolidated partnerships ............. 45,334 27 57,708 .36 62,767 40
Loss on sale—wholly-owned properties .. ... 817 — — — —
Gain on sale—unconsolidated partnerships . . . . 25 — — — — —.
Funds From Operations .......... e $271,612 $1.59 $239286 $1.51 $294,930 $1.85
Adjustments: ' ‘

Loss on impairment of real estate assets—
wholly-owned properties and

unconsolidated partnerships ............. 9640 .06 37,633 24 2,088 .01

_ Core Funds From Operations ............ $281,252 $1.65 $276,919 $1.75 $297,018 $1.86
Adjustments: : : : ; .
Non-incremental capital expenditures® . . . . .. (58,305) (34) (46,452) (29) (45,620) (.28)

Deferred financing cost amortization . ....... 2,608 01 2,786 .02 2,504 .02

Depreciation of non real estate assets . . ... ... (i 00 - 632 .00 - 379 .00

Straight-line effects of lease (revenue)/ N

expense® ....... ..., L. (6,088) (.04) 997)  (.01) (1,216)  (.01)

Amortization of lease related intangibles
(Above/Below-Market In-P]ace Lease

Imtangibles)® ........................ (5,793) (.03) (5,399) (04) (3,214) (.02)
Stock-based and other non-cash ‘ : ‘

compensation ..................... - --3,681 02 - 3,178 .02 3555 .02
Amortization of fair market adjustments on ‘ » ,

notespayable ........................ . = .00 — .00 (645) .00
Income from amortization of discount on ’ -

" purchases of mezzanine loans ........... ' (2,405) (.01) (2,278) (.01 (840) (.01)

Adjusted Funds From Operations ............ $215,657 $1.26 $228389 $1.44 $251,921 $1.58

Weighted-average shares outstanding—diluted . ... 170,967 158,581 159,722
) Based on weighted-average shares outstanding—diluted.
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@ Represents capital expenditures of a recurring nature related to tenant improvements and leasing
commissions that do not incrementally enhance the underlying assets’ income generating capacity.

@ Includes adjustments for wholly-owned properties, as well as such adjustments for our proportionate
ownership in unconsolidated joint ventures. ’ ‘ '

Election as a REIT

. We have elected to be taxed as a REIT under the Code and have operated as such beginning with our taxable year
ended December 31, 1998. To qualify as a REIT, we must meet certain organizational and operational
requirements, including a requirement to distribute at least 90% of our adjusted REIT taxable income, computed
without regard to the dividends-paid deduction and by excluding net capital gains attributable to our
stockholders, as defined by the Code. As a REIT, we generally will not be subject to federal income tax on
income that we distribute to our stockholders. If we fail to qualify as a REIT in any taxable year, we may be
subject to federal income taxes on our taxable income for that year and for the four years following the year
during which qualification is lost and/or penalties, unless the IRS grants us relief under. certain statutory
provisions. Such an event-could materially adversely affect our net income and net cash available for distribution
to our stockholders. However, we believe that we are organized and operate in. such a manner as to qualify for
treatment as a REIT and intend to continue to operate in the foreseeable future in such a manner that we will
remain qualified as a REIT for federal income tax purposes. We have elected to treat Piedmont Office Holdings,
Inc. (“POH”), a wholly-owned subsidiary of Piedmont, as a taxable REIT subsidiary. We perform non-customary
services for tenants of buildings that we own, including real estate and non-real estate related-services; however,
any earnings related to such services performed by our taxable REIT subsidiary are subject'to federal and state
income taxes. In addition, for us to continue to qualify as a REIT, our investments in taxable REIT subsidiaries
cannot exceed 25% of the value of our total assets.

Inflation

We are exposed to inflation risk, as income from long-term leases is the primary source of our cash flows from
operations. There are provisions in the majority of our tenant leases that are intended to protect us from, and
mitigate the risk of, the impact of inflation. These provisions include rent steps, reimbursement billings for
operating expense pass-through charges, real estate tax, and insurance reimbursements on a per square-foot basis,
or in some cases, annual reimbursement of operating expenses above certain per square-foot allowance.
However, due to the long-term nature of the leases, the leases may not readjust their reimbursement rates
frequently enough to fully cover inflation. ‘

Application of Critical Accounting Policies

Our accounting policies have been established to conform with GAAP. The preparation of financial statements in
conformity with GAAP requires management to use judgment in the application of accounting policies, including
making estimates and assumptions. These judgments affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the dates of the financial statements and the reported amounts of
revenue and expenses during the reporting periods. If -our judgment or interpretation of the facts and
circumstances relating to various transactions had been different, it is possible that different accounting policies
would have been applied, thus, resulting in a different presentation of the financial statements. Additionally,
other companies may utilize different estimates that may impact comparability of our results of operations to
those of companies in similar businesses. The critical accounting policies outlined below have been discussed
with members of the Audit Committee of the board of directors.
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Investment in Real Estate Assets

We are required to make subjective assessments as to the useful lives of our depreciable assets. We consider the
period of future benefit of the asset to determine the appropriate useful lives. These assessments have a direct
impact on net income. The estimated useful lives of our assets by class are as follows:

Buildings . ........................ e 40 years

Building improvements ................... ... 5-25 years

Land improvements ...,...... e P . 20-25 years

Tenant improvements . ....................... Shorter of economic life or lease term
Furniture, fixtures, and equipment .............. 3-5 years .

Intanglble lease ASSELS. ... Lease term

Allocation of Purchase Price of Acquzred Assets

Upon the acquisition of real properties, we allocate the purchase price of propertles to acqulred tanglble assets,
consisting of land and building, and identified intangible assets and liabilities, consisting of the value of above-
market and below-market leases and the value of in-place leases, based in each case on their estimated fair
values.

The fair values of the tangible assets of an acquired property (which includes land and building) are determined
by valuing the property as if it were vacant, and the “as-if-vacant” valué is then allocated to land and building
based on management’s determination of the fair value of these assets. We determine the- as-if-vacant fair value
of a property using methods similar to- those used by independent appraisers. Factors considered by us-in
performing these analyses include an estimate of carrying costs during the expected lease-up periods considering
current market conditions and costs to execute similar leases, including leasing commissions and other related
costs. In estimating carrying costs, we include real estate taxes, insurance, and other operatmg expenses during
the expected lease-up periods based on current market conditions.

The fair values of above-market and below-market in-place leases are recorded based on the present value (using
an interest rate which reflects the risks associated with the leases acquired) of the difference between (i) the
contractual amounts to be paid pursuant to the in-place leases and (i) our estimate of fair market lease rates for
the corresponding in-place leases, measured over a period equal to the remaining terms of the leases. The
capitalized above-market and below-market lease values are recorded as intangible lease assets or liabilities and
amortized as an adjustment to rental income over the remaining terms of the respective leases. ’

The fair values of in-place leases include direct costs associated with obtaining a new tenant, opportunity costs
associated with lost rentals that are avoided by acquiring an in-place lease, and tenant relationships. Direct costs
associated with obtaining a new tenant include commissions, tenant improvements, and other direct costs and are
estimated based on our consideration of current market costs to execute a similar lease. These direct costs are
included in deferred lease costs in the accompanying consolidated balance sheets and are amortized to expense
over the remaining terms. of the respective leases. The value of opportunity costs is calculated using the
contractual-amounts to be paid pursuant to the in-place leases over a market absorption period for a similar lease.
Customer relationships are valued based on expected renewal of a lease or the likelihood of obtaining a particular
tenant for other locations. These lease intangibles are included in intangible lease assets in the accompanying
consolidated balance sheets and are amiortized to expense over the remaining terms of the respective leases.

Estimating the fair values of the tangible and intangible assets requires us to estimate market lease rates, property
operating expenses, carrying costs during lease-up periods, discount rates, market absorption periods, and the
number of years the property is held for investment. The use of inappropriate estimates would result in an
incorrect assessment of our purchase price allocations, which would impact the amount of our reported net
income. ‘

44



Valuation of Real Estate Assets and Investments in Joint Ventures which Hold Real Estate Assets

We continually monitor eévents and changes in circumstances that could indicate that the carrying amounts. of the
real estate and related intangible assets, both operating properties and properties under construction, in which we
have an ownership interest, either directly or through investments in joint ventures, may not be recoverable.
When indicators of potential impairment are present for wholly-owned properties, which indicate that the
carrying amounts of real estate and related intangible assets may not be recoverable, we assess the recoverability
of these assets by determining whether the carrying value will be recovered from the undiscounted future
operating cash flows expected from the use of the asset and its eventual disposition. In the event that such
expected undiscounted future cash flows do not exceed the carrying value, we adjust the real estate and related
intangible assets to the fair value and recognize an impairment loss. For our investments in unconsolidated joint
ventures, we assess the fair value of our investment, as compared to our carrying amount. If we determine that
the carrying value is greater than the fair value at any .measurement date, we must also determine if such a
difference is temporary in nature. Value fluctuations which are “other than: temporary” in nature are then
recorded to adjust the carrying value to the fair value amount.

Projections - of  expected- future cash flows require that we estimate future market rental income amounts
subsequent to the expiration of current lease agreements, property operating expenses, the number of months. it
takes to re-lease the property, and the number of years the property is held for investment, among other factors.
The subjectivity of assumptions used in the future cash flow analysis, including discount rates, could result in an
incorrect assessment of the property’s fair value and, therefore, could result in the misstatement of the carrying
value of our real estate and related intangible assets and our net income attributable to Piedmont. During the year

ended December 31, 2009, we recognized an impairment charge on our Auburn Hills Corporate Center Building

(approximately $10.2 million), our 1111 Durham Avenue Building (approximately $14.3 million), and our 1441
West Long Lake Road Building (approximately $10.6 million). During the year.ended December 31; 2010, we
recorded an impairment charge of approximately $9.6 million upon ‘execution of a binding agreement to dispose
of the 111 Sylvan Avenue Building, as a component of discontinued operations. See Note 12 and Note 17 to our
accompanying consolidated financial statements for further information on these impairment charges.

Goodwill . » )

Goodwill is the excess of cost of an acquired entity over-the amounts specifically assigned to assets acquired and
liabilities assumed in purchase.accounting for business combinations, as well as costs incurred as part.of .the
acquisition. We test the carrying value of our goodwill for impairment on an annual basis, or on an interim basis
if an event occurs or circumstances change that would indicate the carrying amount may be impaired. Such
interim circumstances may include, but are not limited to, significant adverse changes in legal factors. or in the
general business climate, adverse action or assessment by a regulator, unanticipated competition, the loss of key
personnel, or persistent declines in an entity’s stock price below carrying value of the entity. The test prescribed
by authoritative accounting guidance is a two-step test. The first step involves comparing the estimated: fair value
of the entity to its carrying value, including goodwill. Fair value is determined by adjusting the trading price of
the stock for various factors including, -but not limited to: (i) liquidity or ‘transferability considerations,
(ii) control premiums, and/or (iii) fully distributed premiums, if necessary; multiplied by the common shares
outstanding. If such calculated fair value exceeds the carrying value, no further procedures or analysis ‘is
permitted or required: However, if the carrying value exceeds the calculated fair value, goodwill is potentially
impaired and step two of the analysis would be required: Step two of the test involves calculating the implied fair
value of goodwill by deducting the fair value of all tangible and intangible net assets of the entity from the
entity’s fair value calculated in step one of the test. If the implied value of the goodwill (the remainder left after
deducting the fair values of the entity from its calculated overall fair value in step one of the test) is less than the
carrying value of goodwill, an impairment loss would be recognized. We have determined through the testing

‘noted above that there are no issues of impairment related to our goodwill as of December 31, 2010.
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Investment in Variable Interest Entities

Variable Interest Entities (“VIEs”) are defined by GAAP as entities in which equity investors do not have
sufficient equity at risk for the entity to finance its activities without additional subordinated financial support
from other parties. If an entity is determined to be a VIE, it must be consolidated by the primary beneficiary. The
primary beneficiary is the enterprise that has the power to direct the activities of the VIE that most significantly
impact the VIE’s economic performance, absorbs the majority of the entity’s expected losses, or receives a
majority of the entity’s expected residual returns. Generally, expected losses and expected residual returns are the
anticipated negative and positive variability, respectively, in the fair value of the VIE’s net assets. When we
make an investment, we assess whether the investment represents a variable interest in a VIE and, if so, whether
we are the primary beneficiary of the VIE. Incorrect assumptions or assessments may result in an inaccurate
determination of the primary beneficiary. The result could be the consolidation of an entity acquired or formed in
the future that would otherwise not have been consolidated or the non-consolidation of such an entity that would
otherwise have been consolidated.

We evaluate each investment to determine whether it represents variable interests in a VIE. Further, we evaluate
the sufficiency of the entities’ equity investment at risk to absorb expected losses, and whether as a group, the
equity has the characteristics of a controlling financial interest.

Interest Rate Swap

When we enter into an interest rate swap agreement to hedge our exposure to changing interest rates on our
variable rate debt instruments, as required by GAAP, we record all derivatives on the balance sheet at fair value.
We reassess the effectiveness of our derivatives designated as cash flow hedges on a regular basis to determine if
they continue to be highly effective and also to determine if the forecasted transactions remain highly probable.
The changes in fair value of derivatives designated as cash flow hedges are recorded in other comprehensive
income (“OCTI”), and the amounts in OCI will be reclassified to earnings when the hedged transactions occur.
Changes in the fair values of derivatives designated as cash flow hedges that do not qualify for hedge accounting
treatment are recorded as gain/(loss) on interest rate swap in the consolidated statements of operations in the
current period. The fair value of the interest rate swap agreement is recorded as prepaid expenses and other assets
or as.interest rate swap liability in the accompanying consolidated balance sheets. Amounts received or paid
under interest rate swap agreements are recorded as interest expense in the consolidated statements of operations
as incurred. Currently, we do not use derivatives for trading or speculative purposes and do not have any
derivatives that are not designated as cash flow hedges.

The valuation of cash flow hedges is determined using widely accepted valuation techniques including
discounted cash flow analysis based on the contractual terms of the derivatives, including the period to maturity
of each instrument, and uses observable market-based inputs, including interest rate curves and implied
volatilities. Therefore, the fair values determined are considered to be based on significant other observable
inputs (Level 2). In addition, we consider both our own and the respective counterparties’ risk of nonperformance
in determining the fair value of our derivative financial instruments by estimating the current and potential future
exposure under the derivative financial instruments that both we and the counterparties are at risk for as of the
valuation date. This total expected exposure is then discounted using discount factors that contemplate our
creditworthiness and the counterparties to arrive at a credit charge. This credit charge is then netted against the
value of the derivative financial instruments determined using the discounted cash flow analysis described above
to arrive at a total estimated fair value of the interest rate swap agreements.

Related-Party Transactions and Agreemenfs

There were no related-party transactions during the three years ended December 31, 2010.
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Off-Balance Sheet Arrangements

We are not dependent on off-balance sheet financing arrangements for liquidity. Our off-balance sheet
arrangements are discussed in Note 7 “Unconsolidated Joint Ventures” and Note 13 “Commitments and
Contingencies” (specifically related to Operating Lease Obligations) to the accompanying consolidated financial
statements. The unconsolidated joint ventures in which we invest are prohibited by their governing documents
from incurring debt. For further information regarding our commitments under operating lease obligations, see the
notes to our accompanying consolidated financial statements, as well as the Contractual Obligations table below.

Contractual Obligations

Our contractual obligations as of December 31, 2010 are as follows (in thousands):

Payments Due by Period
Less than More than
Contractual Obligations Total 1 year 1-3 years 3-5years 5 years
Long-term debt® . . . . . . e e $1,402,525 $250,000 $740,000 $272,525 $140,000
Operating lease obligations .................... 79,254 636 2,249 1,500 74,869

Total ... ... ... ...l co..e. $1,481,779  $250,636  $742,249  $274,025 $214,869

) Amounts include principal payments only. We made interest payments of $65.4 million during the year
ended December 31, 2010 and expect to pay interest in future periods on outstanding debt obligations based
on the rates and terms disclosed herein and in Note 8 of our accompanying consolidated financial statements.
Additionally, we recorded interest rate swap cash settlements of approximately $4.7 million during the year

. ended December 31, 2010 related to our $250 Million Unsecured Term Loan as interest expense.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISKS

Our future income, cash flows, and fair values of our financial instruments depend in part upon prevailing market
interest rates. Market risk is the exposure to loss resulting from changes in interest rates, foreign currency,
exchange rates, commodity prices, and equity prices. Our exposure to market risk includes interest rate
fluctuations in connection with any borrowings under our $500 Million Unsecured Facility and our $250 Million
Unsecured Term Loan. As a result, the primary market risk to which we believe we are exposed is interest rate
risk. Many factors, including governmental monetary and tax policies, domestic and international economic and
political considerations, and other factors .that are beyond our control contribute to interest rate risk. Our interest
rate risk management objectives are to limit the impact of interest rate changes on earnings and cash flow
primarily through a low-to-moderate level of overall borrowings, as well as managing the variability in rate
fluctuations on our outstanding debt. As such, a significant portion of our debt is based on fixed interest rates to
hedge against instability in the credit markets, and we have effectively fixed the interest rate on our $250 Million
Unsecured Term Loan through an interest rate swap. agreement. We do not enter into derivative or interest rate
transactions for speculative purposes. '

Our financial instruments consist of both fixed and Variable—rate debt. As of December 31, 2010, our
consolidated debt consisted of the following (in thousands):

2011 2012 2013 2014 2015 Thereafter Total

Maturing debt:
Variable rate repayments . . .. .. 8 - % — $— 8% — 3 — % — 3 —
Variable rate average interest _

TAte ... — — — — — — —
Fixed rate repayments ........ $250,000 $45,000 $ — $695,000 $105,000 $307,525 $1,402,525
Fixed rate average interest ' ' :

rate® ... 2.36%%M  5.20% — 492%  5.29% 5.65% 4.66%

M The $250 Million Unsecured Term Loan _haS a stated variable rate; however, Piedmont entered into an
interest rate swap agreement which effectively fixes the rate on this loan to 2.36% through June 28, 2011.
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@  See Note 8 of our accompanying consolidated financial statements for further details on our debt structure.

As of December 31, 2009, our consolidated debt consisted of the following (in thousands):

2010 2011 2012 2013 2014 Thereafter Total

Maturing debt:
Variable rate : :
repayments ......... $ — $114,0000 § — $— & — $ — $114,000
Variable rate average
interestrate ......... — 1.19%®@ — — — — 119%
Fixed rate repayments .. $250,0008® § — $45,000 $ — $695,000 $412,525 $1,402,525
Fixed rate average interest , »
rate ..., 4.97%% — 5.20% — 4.92% 5.56% 5.13%

- O Amount maturing represents the outstanding balance as of December 31, 2009 on the $500 Million
Unsecured Facility.

@ Rate is equal to the weighted-average interest rate on all outstanding draws as of December 31, 2009. We
may select from multiple interest rate options with each draw, including the prime rate and various length
LIBOR locks. All selections are subject to an additional spread over the selected rate based on our current
credit rating (0.475% as of December 31, 2009).

®  We extended the term of the $250 Million Unsecured Term Loan to June 2011, upon payment of a 25 basis
point fee.

@ The $250 Million Unsecured Term Loan has a stated variable rate; however, Piedmont entered into an
interest rate swap agreement which effectively fixed the rate on this loan to 4.97% through June 28, 2010.

As of December 31, 2010 and 2009, the estimated fair value of the line of credit and notes payable above were
approximately $1.4 billion. Additionally, the notional amount of our interest rate swap is $250.0 Million, and it
carries a fixed interest rate of 2.36% as.of December 31, 2010.

The variable rate debt is based on LIBOR plus a specified margin or prime as elected by us at certain intervals.
An increase in the variable interest rate on the variable-rate facilities constitutes a market risk, as a change in
rates would increase or decrease interest incurred and therefore cash flows available for distribution to
stockholders. The current stated interest rate spread on the $500 Million Unsecured Facility is LIBOR plus
0.475%. -

A change in the interest rate on the fixed portion of our debt portfolio, or on the $250 Million Unsecured Term
Loan which is effectively fixed through an interest rate swap, impacts the net financial instrument posmon but
has no impact on interest incurred or cash flows. :

- As of December 31, 2010, a 1% change in interest rates would have no effect on our interest expense as all of our
debt is effectively fixed.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The financial statements and supplementary data filed as part of this report are set forth on page F-1 of this
report.

ITEMY9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

There were no disagreements with our independent registered public accountants during the years ended
December 31, 2010 or 2009.
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ITEM 9A. CONTROLS AND PROCEDURES
Management’s Conclusions Regarding the Effectiveness of Disclosure Controls and Procedures

We carried out an evaluation, under the supervision and with the participation of management, including our
Principal Executive Officer and Principal Financial Officer, of the effectiveness of the design and operation of
our disclosure controls and procedures pursuant to Rule 13a-15(e) under the Securities Exchange Act of 1934 as
of the end of the period covered by this report. Based upon that evaluation, the Principal Executive Officer and
Principal Financial Officer concluded that our disclosure controls and procedures were effective as of the end of
the period covered by this annual report in providing a reasonable level of assurance that information we are
required to disclose in reports that we file or submit under the Securities Exchange Act of 1934 is recorded,
processed, summarized and reported within the time periods in SEC rules and forms, including providing a
reasonable level of assurance that information required to be disclosed by us in such reports is accumulated and
communicated to our management, including our Principal Executive Officer and our Principal Financial Officer,
as appropriate to allow timely decisions regarding required disclosure.

Report of Management on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting, as defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934, as a process
designed by, or under the supervision of, the Principal Executive Officer and Principal Financial Officer and
effected by our management and other personnel to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with GAAP
and includes those policies and procedures that: :

* pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the
transactions and disposition of our assets;

* provide reasonable assurance that the transactions are recorded as necessary to permit preparation of
financial statements in accordance with GAAP, and that our receipts and expenditures are being made
only in accordance with authorizations of management and/or members of the board of directors; and

* . provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use,
or disposition of our assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of human
error and the circumvention or overriding of controls, material misstatements may not be prevented or detected
on a timely basis. In addition, projections of any evaluation of effectiveness to future periods are subject to the
risks that controls may become inadequate because of changes and conditions or that the degree of compliance
with policies or procedures may deteriorate. Accordingly, even internal controls determined to be effective can
provide only reasonable assurance that the information required to be disclosed in reports filed under the
Securities Exchange Act of 1934 is recorded, processed, summarized, and represented within the time periods
required.

Our management has assessed the effectiveness of our internal control over financial reporting at December 31,
2010. To make this assessment, we used the criteria for effective internal control over financial reporting
described in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (COSO). Based on this assessment, our management believes that, as of
December 31, 2010, our system of internal control over financial reporting was effective.

Piedmont’s independent registered public accounting firm has issued their report on the effectiveness of
Piedmont’s internal control over financial reporting, which appears in this Annual Report.
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Changes in Internal Control Over Financial Reporting

There have been no significant changes in-our internal control over financial reporting during the quarter ended
December 31, 2010 that have materially affected, or are reasonably hkely to matenally affect, our internal
control over ﬁnan01a1 reporting.

ITEM 9B. OTHER INFORMATION

On February 24, 2011, the board of directors amended Piedmont’s Code of Business Conduct and Ethics (the
“Code of Ethics”) to require supervisory approval for receipt of gifts of entertainment valued over $250. The .
amended Code of Ethics is attached to this filing on Form 10-K as Exhibit 14.1, as well as being disclosed on
Piedmont’s Web site, http /lwww piedmontreit. com.

v
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PART 111
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS OF THE REGISTRANT AND CORPORATE
GOVERNANCE

Pursuant to Paragraph G(3) of the General Instructions to Form 10-K, the information required by Part III (Items
10, 11, 12, 13, and 14) is being incorporated by reference herein from our definitive proxy statement to be filed
with the SEC within 120 days of the end of the fiscal year ended December 31, 2010 in connection with our 2011
Annual Meeting of Stockholders. ' A

We have adopted a Code of Ethics, which is-available on Piedmont’s Web site at http://www.piedmentreit.com
under the “Corporate Governance” section. Any amendments to, or waivers of, the Code of Ethics. will be
disclosed on our Web site promptly following the date of such amendment or waiver.

ITEM 11. EXECUTIVE AND DIRECTOR COMPENSATION

The information required by Item 11 will be set forth in our definitive proxy statement to be filed with the SEC
within 120 days of the end of the fiscal year ended December 31, 2010, and is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The information required by Item 12 will be set forth in our definitive proxy statement to be filed with the SEC
within 120 days of the end of the fiscal year ended December 31, 2010, and is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR
INDEPENDENCE

* The information required by Item 13 will be set forth in our definitive proxy statement to be filed with the SEC
within 120 days of the end of the fiscal year ended December 31, 2010, and is incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by Item 14 will be set forth in our definitive proxy statement to be filed with the SEC
within 120 days of the end of the fiscal year ended December 31, 2010, and is incorporated herein by reference.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(@) 1.  The financial statements begin on page F-4 of this Annual Report on Form 10-K, and the list of
the financial statements contamed herein is set forth on page F-1, which is hereby 1ncorporated
by reference.

(a 2. ~ Schedule III—Real Estate Assets and Accumulated Depreciation

Information with respect to this item begins on page S-1 of this Annual Report on Form 10-K. Other -
schedules are omitted because of the absence of conditions under which they are required or because the
‘required information is given in the financial statements or notes thereto. :

) The Exhibits filed in response to Item 601 of 'Regulation SK are Iisted on the Exhibit Index
attached hereto. .

(©) See (a) 2 above.
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~SIGNATURES -

Pursuant to the requirements of Sections 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized this 24t day of
February 2011. B ' o

Piedmont Office Realty Trust, Inc.
- (Registrant) :

By:/s/ DONALD A. MILLER, CFA-
- Donald A. Miller; CFA
President, Principal Executive Officer, and Director

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has ‘been«s'igned below by the
following persons on behalf of the registrant and in the capacity as and on the date indicated.

Signature ) Title : P Date
/s/ MICHAEL R. BUCHANAN - Director T .. .. .February 24, 2010
Michael R. Buchanan i S
/s/ DONALD S. Moss Director February 24, 2010
Donald S. Moss ' o .
/s/ WESLEY E. CANTRELL Director . - o . * February 24, 2010
Wesley E. Cantrell
/s/ WiLLIAM H. KEOGLER, JR. o Director - _ : February 24, 2010

William H. Keogler, Jr.

/s/ JEFFREY L. SWOPE -~ - - Director o ' February 24, 2010
Jeffrey L. Swope

/s/ FRANK C. MCDOWELL - Director . February 24, 2010
Frank C. McDowell

/s/ W. WAYNE WooDY _ Chairm.a.n, and Director _ February 24, 2010
W. Wayne Woody ’ o ‘ o

/s/ DONALD A. MILLER, CFA ' President and Director o ~ February 24, 2010

Donald A. Miller, CFA (Principal Executive Officer)
/s/ ROBERT E. BOWERS - : Chief Financial Officer and . ‘February 24, 2010
Robert E. Bowers S Executive Vice-President :

(Principal Financial Officer)

/s/ LAURA P. MoON Chief Accounting Officer February 24, 2010
Laura P. Moon _ (Principal Accounting Officer)
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Exhibit Number

EXHIBIT INDEX
TO
2010 FORM 10-K
. OF :
PIEDMONT OFFICE REALTY TRUST, INC

Description of Document

2.1

3.1

3.2

10.1

10.2

10.3

104

10.5

10.6

Agreement and Plan of Merger dated as of February 2, 2007, by and among Piedmont Office
Realty Trust, Inc. (f/k/a Wells Real Estate Investment Trust, Inc.) (the “Company”), WRT
Acquisition Company, LLC, WGS Acquisition Company, LLC, Wells Real Estate Funds, Inc.,
Wells Capital, Inc., Wells Management Company, Inc., Wells Advisory Services I, LLC,
Wells Real Estate Advisory Services, Inc. and Wells Government Services, Inc. (incorporated
by reference to Exhibit 2.1 to the Company s Current Report on Form 8-K, filed on
February 5, 2007) :

Third Articles of Amendment and Restatement of the "C(jmpany (incorpOrated by reference to
Exhibit 3.1 to the Company’s Annual Report on Form 10-K for the year ended December 31,
2009, filed on March 16, 2010)

-Amended and Restated Bylaws of Piedmont Office Realty Trust, Inc. (incorporated by

reference to Exhibit 3.2 to the Company’s Current Report on Form 8-K, filed on January 22,
2010)

Amended and Restated Joint Venture Agreernent of The Fund IX, Fund X, Fund XI and REIT
Joint Venture dated June 11, 1998 (incorporated by reference to Exhibit 10.4 to Post-Effective
Amendment No. 2 to the Company’s Form S-11 Registration Statement (Commission File
No. 333-32099), filed on July 9, 1998) .

Joint Venture Agreement of Wells/Fremont Associates dated July 15, 1998, by and between
Wells Development Corporation and Piedmont Operating Partnership, L.P. (f/k/a Wells
Operating Partnership, L.P. (the “Operating Partnership”) (incorporated by reference to
Exhibit 10.17 to Post-Effective Amendment No. 3 to the Company’s Form S-11 Registration
Statement (Commission File No. 333-32099), filed on August 14, 1998)

Amended and Restated Joint Venture Partnership Agreement of Fund XI-Fund XII-REIT Joint
Venture dated June 21, 1999, by and among Wells Real Estate Fund XI, L.P., Wells Real

- Estate Fund XII, L.P. and the Operating Partnership (incorporated by reference to.

Exhibit 10.29 to Amendment No. 1 to the Company’s Form S-11 Registration Statement
(Commission File No. 333-83933), filed on November 17, 1999)

Joint Venture Partnership Agreement of Wells Fund XII-REIT Joint Venture Partnership dated
April 10, 2000, by and between the Operating Partnership and Wells Real Estate Fund XII,
L.P. (incorporated by reference to Exhibit 10.11 to Post-Effective Amendment No. 2 to the
Company’s Form S-11 Registration Statement (Commission File No. 333-66657), filed on
April 25, 2000)

Joint Venture Partnership Agreement of Wells Fund XIII-REIT Joint Venture Partnership
dated June 27, 2001, by and between the Operating Partnership and Wells Real Estate
Investment Fund XIII, L.P. (incorporated by reference to Exhibit 10.85 to Post-Effective
Amendment No. 3 to the Company’s Form S-11 Registration Statement (Commission File’
No. 333-44900), filed on July 23, 2001)

Second Amended and Restated Limited Partnership Agreement of 35 W. Wacker Venture,
L.P. dated April 27, 2000 (incorporated by reference to Exhibit 10.106 to Post-Effective
Amendment No. 6 to the Company’s Form S-11 Registration Statement (Commission File
No. 333-85848), filed on December 17, 2003) :
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Exhibit Number

Description of Document

10.7

10.8

109
1010
1‘0;11

“ 10.12
10{13
10.14

1015 -

1016

10.17

First Amendment to Second Amended and Restated Limited Partnership Agreement of 35 W.
Wacker Venture, L.P. dated November 6, 2003 (incorporated by reference to Exhibit 10.107
to Post-Effective Amendment No. 6 to.the Company’s Form S-11 Registration Statement
(Commission File No. 333-85848), filed on December 17, 2003)

Amended and Restated Limited Partnership. Agreement of Wells-Buck Venture, L.P. dated
November 6, 2003, by and among Wells 35 W. Wacket, LLC, Buck 35 Wacker, L.L.C. and
VV USA City, LP. (incorporated by reference to Exhibit 10.108 to Post-Effective
Amendment No. 6 to the Company’s Form S-11 Regrstratlon Statement (Commission File
No. 333- 85848) filed on December 17, 2003): ‘

Amended and Restated Promissory Note dated November 1,:2007, by 1201 Eye Street, N.W.
Associates LLC in favor of Metropolitan Life Insurance Company (incorporated by reference
to Exhibit 10.9 to the Company’s Form 10-K for the ﬁscal year ended. December 31, 2007
filed on March 26 2008)

Amended and Restated Deed of Trust, Security - Agreement and leture Filing dated
November 1, 2007, by 1201 Eye Street, N.W. Associates LLC for the benefit of Metropolitan

- Life Insurance Company (incorporated by reference to Exhibit.10.10 to the Company’s

Form 10-K for the fiscal year ended December 31, 2007 filed on March 26, 2008)

Amended and Restated Promissory Note dated November 1, 2007, by 1225 Eye Street, N.-W.
Associates LLC in favor of Metropolitan Life Insurance Company. (incorporated by reference
to- Exhibit 10.11 to the Company’s Form 10-K for the fiscal year ended December 31, 2007

_ﬁled on March 26 2008)

Amended and Restated Deed of Trust, Secunty Agreement and Fixture Flhng dated
October 24, 2002, by 1225 Eye Street, N.W. Associates LLC for the benefit of Metropolitan
Life Insurance Company (incorporated by reference to Exhibit 10.12 to the Company’s
Form 10-K for the fiscal year ended December 31, 2007 filed on March 26, 2008)

Llnuted L1ab1hty Company Agreement of 1201 Eye Street, N.-W. Associates, LLC dated
September 27, 2002 (incorporated by reference to Exhibit 10.119 to Post-Effective
Amendment No. 6 to the Company’s Form S-11 Reglstratlon Statement (Commission File
No. 333- 85848) filed on December 17 2003)

First Amendment to Limited Liability Company Agreement of 1201 Eye Street, N.W.
Associates, LLC (incorporated by reference to Exhibit. 10. 120 to Post-Effective Amendment
No. 6 to Company’s Form S-11 Reglstratlon Statement (Comlnlssmn File No. 333-85848),
filed on December 17, 2003)

Limited Liability Company Agreement, of 1225 Eye Street N.W. Associates, LLC dated
September 27, 2002 (incorporated by reference to Exhibit 10.121 to Post-Effective
Amendment No. 6 to the Company’s Form S-11 Reglstratlon Statement (Commission File
No. 333-85848), filed on December 17, 2003)

First Amendment to Limited L1ab111ty Company Associates of 1225 Eye Street, N.W.
‘Associates, LLC  (incorporated by reference to Exhibit 10.122 to Post-Effective
Amendment No. 6 to the Company’s Form S-11 Registration Statement (Commission File No.

- 333-85848), filed on December 17, 2003) -

Promissory Note dated April 20 2004 by Wells REIT-Chicago’ Center Owner, LLC in favor
of Metropolitan Life Insurance Company (1ncorporated by reference to Exhibit 10.174 to the
Company’s Quarterly Report on Form10- Q for the quarterly period ended June 30, 2004,
filed on August 6, 2004) : .
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Exhibit Number

Description of Document

10.18

10.19

10.20

10.21

10.22
1023
10.24*
10.25

10.26 -

1027
10.28%
10.29

10.30%*

Mortgage, Security Agreement and Fixture Filing by Wells ‘REIT—Chjcago Center Owner,
LLC to Metropolitan Life Insurance Company (incorporated by reference to Exhibit 10.175 to
the Company’s Form 10-Q for the quarterly period ended June 30, 2004, filed on August 6,
2004)

Loan Agreement (Multi-State) dated May 21, 2004, between Wells REIT-Austin, TX, L.P.,
Wells REIT-—Multi-State Owner, LLC, Wells REIT-Nashville, TN, LLC and Wells REIT—
Bridgewater, NJ, LLC; and Morgan Stanley Mortgage Capital Inc. (incorporated by reference
to Exhibit 10.176 to the Company’s Quarterly Report on Form 10-Q for the quarterly period
ended June 30, 2004, filed on Aungust 6, 2004)

Loan Agreement (D.C. Properties) dated May 21, 2004, between Wells REIT-Independence
Square, LLC and Morgan Stanley Mortgage Capital Inc. (incorporated by reference to
Exhibit 10.177 to the Company’s Quarterly Report on Form 10-Q for the quarterly period
ended June 30, 2004, filed on August 6, 2004)

Promissory Note dated May 5, 2005, by Wells REIT-800 Nicollett Avenue Owner, LLC. in

~ favor of Wachovia Bank, N.A. (incorporated by reference to Exhibit 10.70 to the Company’s

Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2005, filed on
August 5, 2005)

Fixed Rate Note dated May 4, 2005, by 4250 N. Fairfax Owner, LLC in favor of JPMorgan
Chase Bank, N.A. (incorporated by reference to Exhibit 10.71 to the Company’s Quarterly
Report on Form 10-Q for the quarterly period ended June 30, 2005, filed on August 5, 2005)

Amended and Restated Dividend Reinvestment Plan of the Company adopted February 24, 2011
(incorporated by reference to Exhibit 99.1 to the Company s Current Report on Form 8-K, filed
on February 24, 2011)

Employment Agreement dated February 2, 2007, by and between the Corhpany and Donald A.
Miller, CFA (incorporated by reference to Exhibit 10.1 to the Company s Current Report on
Form 8-K, filed on February 5, 2007) ‘

Escrow Agreement dated April 16, 2007, by and among the Company, Wells Advisory
Services I, LLC and SunTrust Bank (incorporated by reference to Exhibit 99.1 to the
Company’s Current Report on Form 8-K, filed on April 20, 2007) -

Pledge and Security Agreement dated April 16, 2007, by and between the Company, Wells
Advisory Services I, LLC, WRT Acquisition Company, LLC and WGS Acquisition Company,
LLC (incorporated by reference to Exhibit 99.2 to the Company’s Current Report on
Form 8-K, filed on April 20, 2007)

Registration Rights Agreement dated April 16, 2007, by and among the Company, Wells
Advisory Services I, LLC and Wells Capital, Inc. (incorporated by reference to Exhibit 99.5 to
the Company’s Current Report on Form 8-K, filed on April 20, 2007)

2007 Omnibus Incentive Plan of Wells Real Estate Investment Trust, Inc. (incorporated by
reference to Exhibit 99.7 to the Company’s Current Report on Form 8-K, filed on April 20,
2007)

Amendment to Agreement of Limited Partnership of the Operating Partnership, as Amended
and Restated as of January 1, 2000, dated April 16, 2007 (incorporated by reference to
Exhibit 99.8 to the Company’s Current Report on Form 8-K, filed on April 20, 2007)

Employment Agreement dated April 16, 2007, by and between the Company and Robert E.
Bowers (incorporated by reference to Exhibit 99.9 to the Company’s Current Report on
Form 8-K, filed on April 20, 2007)
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Exhibit Number

Description of Document

10.31%*
10.32*
10.33*

10.34

10.35%

10.36

10.37

10.38

14.1
21.1
23.1
31.1

31.2.

32.1

Employment Agreement dated May 14, 2007, by and between the Company and Carroll A.
“Bo” Reddic, IV (incorporated by reference to Exhibit 99.1 to the Company’s Current Report
on Form 8-K, filed on May 14, 2007)

Employment Agreement dated May 14, 2007, by and between the Company and Raymond L.
Owens (incorporated by reference to Exhibit 99.2 to the Company’s Current Report on
Form 8-K, filed on May 14, 2007)

Employment Agreement dated May 14, 2007, by and between the Company and Laura P.
Moon (incorporated by reference to Exhibit 99.3 to the Company’s Current Report on
Form 8-K, filed on May 14, 2007)

Master Property Management, Leasing, and Construction Management Agreement dated
April 16, 2007 by and among the Company, the Operating Partnership, and Wells
Management Company, Inc. (incorporated by reference. to Exhibit 99.10 to the Company’s
Current Report on Form 8-K, filed on April 20, 2007)

Form of Employee Deferred Stock Award Agreement for 2007 Omnibus Incentive Plan of the
Company effective May 18, 2007 (incorporated by reference to Exhibit 10.82 to the
Company’s Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2007,
filed on August 7, 2007)

Amendment to Second Amended and Restated Agreement of Limited Partnership of the
Operating Partnership, as Amended and Restated as of January 1, 2000, dated August 8, 2007
(incorporated by reference to Exhibit 99.1 to the Company’s Current Report on Form 8-K,
filed on August 10, 2007)

Credit Agreement dated August 31, 2007, by and among the Operating Partnership, the
Company, Wachovia Capital Markets, LLC and J.P. Morgan Securities Inc., Wachovia Bank,
National Association, JPMorgan Chase Bank, N.A., each of Morgan Stanley Bank, Bank of
America, N.A., and PNC Bank, National Association, and the other banks signatory- thereto
(incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K,
filed on September 7, 2007)

Term Loan Agreement, dated as of June 26, 2008, among Piedmont Operating Partnership,
LP, as Borrower, Piedmont Office Realty Trust, Inc., as Parent, JP Morgan Securities, Inc. and
Banc of America Securities, LLC, as Co-Lead Arrangers and Book Managers, JP Morgan
Chase Bank, N.A., as Administrative Agent, Bank of America, N.A., as Syndication Agent,
each of Wells Fargo Bank, N.A., Regions Bank, N.A., and US Bank N.A., as Documentation
Agents, the other banks signatory thereto (incorporated by reference to Exhibit 10.1 to the
Company’s Current Report on Form 8-K, filed on July 1, 2008)

Code of Business Conduct and Ethics of the Company amended as of February 24, 2011
List of Subsidijaries of the Company |
Consent of Erst & Young LLP

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002 '

Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002

Certification of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of
2002
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Exhibit Number Description of Document

322 - Certification of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of
‘ 2002 . ~ : . : .

* Identifies each management contract or compensatory plan required to be filed.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Piedmont Office Realty Trust, Inc.

We have audited the accompanying consolidated balance sheets of Piedmont Office Realty Trust, Inc. as of
December 31, 2010 and 2009, and the related consolidated statements of income, stockholders’ equity and cash
flows for each of the three years in the period ended December 31, 2010. Our audits also included the financial
statement schedule listed in the index_ at Item 15(a). These financial statements are the responsibility of the
Company's management. Our respons1b111ty is to express an opmlon on these financial statements based on our
audits. . :

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Piedmont Office Realty Trust, Inc. at December 31, 2010 and 2009, and the
consolidated results of its operations and its cash flows for each of the three years in the period ended
December 31, 2010, in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the
related financial statement schedule, when considered in relation to the basic financial statements taken as a
whole, presents fairly in all material respects the information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), Piedmont Office Realty Trust, Inc.’s internal control over financial reporting as of December 31,

2010, based on criteria established in Internal Control-Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission and our report dated February 24, 2011 expressed an

unqualified opinion thereon.
émt ¥ MLL?

Atlanta, Georgia
Febryary 24,2011
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Report of Independent Registered Public Accounting Firm
on Internal Control Over Financial Reporting

The Board of Directors and Stockholdefs
Piedmont Office Realty Trust, Inc.

We have audited Piedmont Office Realty Trust, Inc.’s internal control over financial reporting as of
December 31, 2010, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria). Piedmont Office
Realty Trust, Inc.’s management is responsible for maintaining effective internal control over financial reporting,
and for its assessment of the effectiveness of internal control over financial reporting included in the
accompanying Management's Annual Report on Internal Control Over Financial Reporting. Our responsibility is
to express an opinién on the company’s internal control over financial reporting based on our audit.

" We conducted our audit in accordance ‘with the standards of the Public Company Accounting Oversight Board
* (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective .internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk, and performing such other procedures as we considered necessary in the circumstances. We believe

that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A. company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements. '

Because of its inherént limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate. - S :

In-our opinion, Piedmont Office Realty Trust, Inc. maintained; in all material respects, effective intei’nal control
over financial reporting as of December 31, 2010, based on the COSO critetia. -

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of Piedmont Office Realty Trust, Inc. as of December 31, 2010
and 2009, and the related consolidated statements of income, stockholders’ equity and cash flows for each of the
three years in the period ended December 31, 2010 of Piedmont Office Realty Trust, Inc. and our report dated
February 24,2011, expressed an unqualified opinion thereon.

émt ¥ MLLP

Atlanta, Georgia
February 24, 2011



PIEDMONT OFFICE REALTY TRUST, INC.
" CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per-share amounts)

December 31, December 31,

2010 2009
Assets:
Real estate assets, at cost:

Land ... $ 647,653 $ 651,876

Buildings and 1mprovements, less accumulated deprec1at10n of $744,756 and $665,068 as of : .
December 31, 2010 and December 31, 2009, respectively ............oovrieeinrnnn... 2,943,995 2,998,323

" Intangible lease assets, less accumulated amortization of $145,742 and $147,043 as of '
December 31, 2010 and December 31, 2009, respecnvely ........ e e - 74,028 - 96,269
ConstrizCtion il PIOZIESS « « « < o ot vttt vttt et et e e e ettt et s 11,152 17,059
Total Teal eState SSELS . ... u oot e ettt ittt e e . 3,676,828 . 3,763,527
Investments in unconsolidated joint ventures ...... NP U 42,018 43,940
Cashandcashequivalents ............ ... . . i it 56,718 10,004
. Tenant receivables, net of allowance for doubtful accounts of $1,298 and $559 as of December 31,

2010 and December 31, 2009, respectlvely ............................................. 134,006 128,442
Notes receivable . ... .o . e . 61,144 58,739
Due from unconsolidated joint VENtures ..............c.ouiirivnerenieiniint i, 1,158 1,083
Prepaid expenses and Other @SSELS ... ..o uvt ittt it ettt i i 23,724 . 21,456
GoodwWill . ..o e e e 180,097 180,097
Deferred financing costs, less accumulated amortization of $11,893 and $9,285 as of December 31, i B

2010 and December 31, 2009, respectively ... ...\ .uuiereiinee e et e - 5,306 . 7,205
Deferred lease costs, less accumulated amortization of $137,726 and $126,678 as of December 31,

2010 and December 31, 2009, 1eSpeCtiVely .. .......vvvteeir i e B 192,481 180,852

e 1 3T DN $4,373,480 $4,395,345
Liabilities: : :
Line of creditand notes payable . ... . ... ..o e $1,402,525 $1,516,525
Accounts payable, accrued expenses, and accrued capital expenditures ........... et 112,648 97,747
Deferred inCOmE . . . ..ottt e e e e 35203 34,506
Intangible lease liabilities, less accumulated amortlzatlon of $84, 308 and $75,945 as of December 31,

2010 and December 31, 2009, respectively . ... ... ... ... it ) - 48,959 60,655

InterestIate SWAD . ... ..ottt e : 691 3,866
Total liabilities ........... e e e e e 1,600,026 = 1,713,299
Commitments and Contingencies ............. F PPN [ e — ' —

Redeemable Common Stock . ............... oo — 75,164

Stockholders’ Equity:
Shares-in-trust, 150,000,000 shares authorized, none outstanding as of December 31, 2010 or

December 31, 2000 ... oo e — —
Preferred stock, no par value, 100,000,000 shares authorized, none outstanding as of December 31,

2010 or December 31,2000 ... ..ottt e — —
Class A common stock, $ 01 par value; 600,000,000 shares authorized, 132,956,299 shares issued and -

outstanding as of December 31, 2010; and 39,729,201shares issued and outstanding at )

December 31, 2000 .. ... . 1,330 397
Class B-1 common stock, $.01 par value; 50,000,000 shares authorized, none issued and outstanding

as of December 31, 2010; and 39,729,201shares issued and outstanding at December 31, 2009 . ... . —_ 397
“Class B-2 common stock, $.01 par value; 50,000,000 shares authorized, none issued and outstanding

as of December 31, 2010; and 39,729,202 shares issued and outstanding at December 31, 2009 ... —_ ’ 397
Class B-3 common stock, $.01 par value; 50,000,000 shares authorized, 39,702,190 shares issued and

outstanding as of December 31, 2010; and 39,729,202 shares issued and.outstanding at .

December 31,2009 ........ ... i e 397 398
Additional paid-incapital .................. e 3,661,308 3,477,168,
Cumulative distributions in excess of earnings ................................. e (895,122) (798,561)
Redeemable common stock ........ e e e e —_— (75,164)
Other cOmMPrenenSiVE 10SS . . .. ..ottt et e et et e e e e e e (691) (3,866)

Piedmont stockholders’ equity-. . ... ... 2,767,222 2,601,166
Noncontrolling ierest . . . .. ...ttt e e e 6,232 5,716
Total stockholders’ equity . ... ......c...uuitirnini i 2,773,454 2,606,882
Total liabilities, redeemable common stock, and stockholders’ equity .................. $4,373,480 $4,395,345

See accompanying notes.
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PIEDMONT OFFICE REALTY TRUST, INC.
CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except share and per-share amounts)

Years Ended December 31, ‘

2010 2009 2008
Revenues:
Rentalincome .....................oovuuiiin. ... $ 442,687 $ 443436 $ 448,806
Tenant reimbursements . .....................0o.... 135,145 149,193 150,264
Property management feerevenue ................... . 3,212 3,111 3,244
Other rentalincome . ............................... 7,794 2,764 13,273
' 588,838 598,504 615,587
Expenses:
Property operating costs ............................ 217,871 230,588 225,467
Depreciation ........... T 103,971 104,516 © 98,188
AmMOTtzation .......... ... 44,931 57,300 - - 62,050
Impairment losses on real estate assets ................. — 35,063 —
General and administrative .......................... 29,201 27,315 30,497 -
395,974 . 454,782 416,202
Real estate operating income .............. ... O 192,864 143,722 199,385
Other income (expense): o
Interest €Xpense . ..........ouu (72,761) (77,743) (75,988)
Interest and otherincome ............... .. ... . ...... 3,489 4,450 3,416 -
Equity in income of unconsolidated joint ventures . . . .. ... 2,633 104 256
(66,639) (73,189) (72,316)
Income from continuing operations . . .................. .. 126,225 70,533 127,069
Discontinued operations: o :
Operating income, excluding impairment loss ........... _ 5,089 4,645 - 4,791
Impairmentloss ............. ... .. . . (9,587) — —
Loss on sale of real estate asset . ...................... (817) . — —
(Loss)/income from discontinued operations .............. (5,315) 4,645 4,791
Netincome ........... ... ... ... .. . 120,910 75,178 131,860
Less: Net income attributable to noncontrolling interest . ... (831) (478) (546)
Net income attributable to Piedmont .................... $ . 120,379 74,700 $ 131,314
Per share information—basic:
Income from continuing operations . .. ... P, e $ 0.74 044 $ 0.79
(Less)/income from discontinued operations . ........... (0.03) 0.03 0.03
Income attributable to noncontrolling interest . ... ... SE 0.00 0.00 0.00
Net income available to common stockholders .. ........ $ 0.71 047 $ 0.82
Per share informatioﬁ‘—diluted: ‘
Income from continuing operations ................... $ 0.73 . 044 $ 0.79
(Loss)/income from discontinued operations ............ 0.03) 0.03 0.03
Income attributable to noncontrolling interest ........... 0.00 0.00 0.00
Net income available to common stockholders .......... $ . 070 $ 047 $ 0.82
Weighted-average shares outstanding—basic . . . .. . Lie.o. 170,752,520 158,419,262 159,585,713
159,722,167

Weighted-average shares outstanding—diluted . ........... 170,967,324

See accompanying notes.
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PIEDMONT OFFICE REALTY TRUST, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Yeare Ended December 31,

2010 2009 2008
Cash Flows from Operating Activities: :
Netincome ..........ouu e, . $ 120910 $ 75,178 $ 131,860
Operating distributions received from unconsolidated joint :
VEITUIES . .ottt ettt et e s e e e e e e 4,463 4,445 4,747
Adjustments to reconcﬂe net income to net cash provided by operating '
activities:
Depreciation ... ........oveue 104,490 106,073 99,745
Amortization of deferred lease costs and lntanglble assets/ »
liabilities ........................... [ U 43,358 56,112 62,038
Impairment loss on real estate assets .. .. ... e 7,041 35,063 —
Amortization of deferred financing costs and fair market value '
adjustments on notes payable ... ....:...... .. ..., 2,608 2,786 1,905
Accretion of discount on notes receivable ................... (2,400) (2,272) (836)
Stock compensation eXpense ... ...................un..... 3,681 2,878 3,812
Equity in income of unconsolidated joint ventures ............. (2,633) (104) (256)
Loss on sale of real estate asset .. . ... e e . 817 — —
Changes in assets and liabilities:
Increase in tenant receivables, net ..................... (5,564) (1,668) (4,861)
Increase in prepaid expenses and other assets ............ (13,776) (11,141) 9,471)
Increase in accounts payable and accrued expenses ... .. .. 12,058 4,607 11,794
Increase (decrease) in deferred income ......... RO 697 9,586 (3,962)
Net cash provided by operating activities ......... e 275,750 281,543 296,515
Cash Flows from Investing Activities:
Investment in real estate assets .. ........................ . (114,147) (37,454) (122,908)
Investment in internalization costs -goodwill .............. e — — (195)
Investment in mezzaninedebt ....................... .. e — (10,000)  (45,645)
Net sale proceeds from wholly-owned properties ................. 51,637 — —
o Net sale proceeds received from unconsolidated joint ventures . .. ... 189 — —
e Investments in unconsolidated joint ventures ................. . 173) &) (85)
Co Deferred lease costs paid ...................... e 17,700) (21,155)  (23,093)
Net cash used in investing activities ................... (80,194) (68,666) (191,926)
Cash Flows from Financing Activities: . .
Deferred financing costs paid . . ................. e (710) (93) 2,124)
Proceeds from line of credit and notes payable ................... 25,000 181,000 736,500
Repayments of line of credit and notes payable . .................. (139,000) (188,100) (514,009)
Net proceeds from issuance of common stock ... ................. 185,741 90,581 143,816
Redemptions of common stock and private equity purchase ......... (2,918) (107,643) (234,037)
Dividends paid .......... e e e (216,955) (198,951) (279,418)
Net cash used in financing activities ................... (148,842) (223,206) (149,272)
Net increase (decrease) in cash and cash equivalents ................ 46,714 (10,329)  (44,683)
Cash and cash equivalents, beginning of year . . .. ... e 10,004 20,333 65,016

See accompanying notes.
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PIEDMONT OFFICE REALTY TRUST, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2010, 2009, AND 2008

1. Organizationv

Piedmont Office Realty Trust, Inc. (“Piedmont”) is a Maryland corporation that operates in a manner so as to
qualify as a real estate investment trust (“REIT”) for federal income tax purposes and engages in the acquisition
and ownership of commercial real estate properties throughout the United States, including properties that are
under construction, are newly constructed, or.have operating histories. Piedmont was incorporated in 1997 and
commenced operations on June 5, 1998. Piedmont conducts business primarily through Piedmont Operating
Partnership, L.P. (“Piedmont OP”), a Delaware limited partnership, as well as performing the management of its
buildings through two wholly-owned subsidiaries, Piedmont Government Services, LLC and Piedmont Office
Management, LLC. Piedmont is the sole general partner of Piedmont OP and possesses full legal control and
authority over the operations of Piedmont OP. Piedmont OP owns properties d]rectly, ‘through wholly-owned
subsidiaries, and through both consolidated and unconsolidated joint ventures. References to Piedmont herein
shall include Piedmont and all of its subsidiaries, including Piedmont OP and its subsidiaries and Jomt ventures.

As of December 31, 2010, Piedmont owned interests in 75 office properties, plus seven buildings owned through
unconsolidated joint ventures and two industrial buildings. Our 75 office properties are located in 19
metropolitan areas across the United States. These office properties comprise approximately 20.4 million square
feet, primarily Class A commercial office space, and were approximately 89.2% leased as of December 31, 2010.

2.  Summary of Significant Accounting Policies
Basis of Presentation and Principles of Consolidation

Piedmont’s consolidated financial statements are prepared in accordance with U.S. generally accepted accounting
principles (“GAAP”) and include the accounts of Piedmont, Piedmont’s wholly-owned subsidiaries, any -variable
interest entity of which Piedmont or any of its wholly-owned subsidiaries is considered the primary beneficiary,
or any entity in which Piedmont or any of its wholly-owned subsidiaries owns a controlling interest. In
determining whether Piedmont or Piedmont OP has a controlhng interest, the following factors, among others,
are considered: equity ownership, voting rights, protective rights of investors, and part101pat0ry r1ghts of
investors.

Piedmont owns interests in four real properties through its ownership in two consolidated joint ventures, Wells
35 W. Wacker, LLC, and Piedmont Washington Properties, Inc. Piedmont has evaluated these two entities based
on the criteria outlined above and concluded that they are not variable interest entities (“VIE”) and that Piedmont
has a-controlling interest in each of them. Accordingly, Piedmont’s consolidated financial statements include the
accounts of both Wells 35 W. Wacker, LLC and Piedmont Washington Propertles Inc.

In addition, Piedmont owns interests in seven properties through its ownership in five unconsolidated joint
venture partnerships. Management has evaluated these joint ventures and determined that these entities are not
VIEs. Although Piedmont is the majority equity participant in four of these joint ventures, Piedmont does not
have a controlling voting interest in any of them; however, Piedmont does exercise significant influence. As a
result, the accounts of these joint ventures are not consolidated; but rather accounted for using the equity method
of accounting in Piedmont’s consolidated financial statements.

Please refer to Note 9 for a summary of Piedmont’s interests in and consolidation treatment of its various VIEs as
of December 31, 2010.

All inter-company balances and transactions have been eliminated upon consolidation.
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Further, Piedmont has formed special purpose entities to acquire and hold real estate. Each special purpose entity
is a separate legal entity and consequently the assets of the special purpose. entities are not available to our
creditors. The assets owned by these special purpose entities are being reported on a consolidated basis with
Piedmont’s assets for financial reporting purposes only. .

Use of Estimates

The preparation of the accompanying consolidated financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the amounts reported in the accompanying
consolidated financial statements and notes. Actual results could differ from those estimates.

Real Estate Assets

Real estate assets are stated aﬁ cost, as adjusted for any impairment, less accumulated depreciation. Amounts
capitalized to real estate assets consist of the cost of acquisition or construction, any tenant improvements or
major improvements, and betterments that extend the useful life of the related asset. All repairs and maintenance
are expensed as incurred. Additionally, Piedmont capitalizes interest while the development of a real estate asset
is in progress; however, no such interest was capitalized during the three years ended December 31, 2010.

Piedmont’s real estate assets are depreciated or amortized using the straight-line method over the following
useful lives: ' ’

Buildings ............................ “.... 40 years

Building improvements ... ..... e *5-25 years

Land improvements ......................... 20-25 years ‘
Tenant improvements ........................ Shorter of economic life or lease term
Furniture, fixtures, and equipment . .. ... ... .v... 3-5-years

Intangible lease assets ....................... Lease term

Piedmont continually monitors events and changes in circumstances that could indicate that the carrying amounts
of the real estate and related intangible assets of both operating properties and properties under construction in
which Piedmont has an ownership interest, either directly or through investments in joint ventures, may not be
recoverable. When indicators of potential impairment are present for wholly-owned properties, management
assesses whether the respective carrying values will be recovered from the undiscounted future operating cash
flows expected from the use of the asset and its eventual disposition for assets held for use, or with the estimated
fair values, less costs to sell, for assets held for sale. Piedmont considers assets to be held for sale at the point at
which a sale contract is executed and earnest money has become non-refundable. In the event that the expected
undiscounted future cash flows for assets held for use or the estimated fair value, less costs to sell, for assets held
for sale do not exceed the respective asset carrying value, management adjusts such assets to the respective
estimated fair values and recognizes an impairment loss. Estimated fair values are calculated based on the
following information, depending upon availability, in order of preference: (i) recently quoted market prices,
(ii) market prices for comparable properties, or (iii) the present value of undiscounted cash flows, including
estimated salvage value.

For properties owned as part of an investment in unconsolidated joint ventures, Piedmont assesses the fair value
of its investment as compared to its carrying amount. If Piedmont determines that the carrying value is greater
than the fair value at any measurement date, Piedmont must also determine if such a difference is temporary in
nature. Value fluctuations which are “other than temporary” in nature are then recorded to adjust the carrying
value to the fair value amount.

Allocation of Purchase Price of Acquired Assets

Upon the acquisition of real properties, Piedmont allocates the purchase price of properties to acquired tangible assets,
consisting of land and building, and identified intangible assets and liabilities, consisting of the value of above-market
and below-market leases and the value of in-place leases, based in each case on their estimated fair values.
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The fair values of the tangible assets of an acquired property (which includes land and building) are determined
by valuing the property as if it were vacant, and the “as-if-vacant” value is then allocated to land and-building
based on management’s determination of the relative fair value of these assets. Management determines the
as-if-vacant fair value of a property using methods similar to. those used by independent appraisers. Factors
considered by management in performing these analyses include an estimate of carrying costs during the
expected lease-up periods considering current market conditions and costs to execute similar leases, including
leasing commissions and other related costs. In estimating carrying costs, management includes real estate taxes,

insurance, and other operatmg expenses durmg the expected lease-up periods based on current market conditions.

The fair values of above-market and below-market in-place leases are recorded based on the present value (using :
an interest rate which reflects the risks associated with the leases acquired) of the difference between (i) the
contractual amounts to be paid pursuant to the in-place leases and (ii) management’s estimate of market rates for
the ‘corresponding in-place leases, measured over a period equal to the remaining terms of the leases. The
capitalized above-market and below-market lease values are recorded as intangible lease assets or liabilities and
amortized as an adjustment to rental revenues over the remaining terms of the respective leases. :

The fair values of in-place leases include direct costs associated with obtaining a new tenant, opportunity costs
associated with lost rentals that are avoided by acquiring an in-place lease, and tenant relationships. Direct costs
associated with obtaining a new tenant include commissions, tenant improvements, and other direct costs and are
estimated based on management’s consideration of current market costs to execute a similar lease. These direct
lease origination costs are included in deferred lease costs in the accompanying consolidated balance sheets and
are amortized to expense over the remaining terms of the respective leases. The value of opportunity costs is
calculated using the contractual amounts to be paid pursuant to the in-place leases over a market absorption
period for a similar lease. These lease intangibles are included in intangible lease assets in the accompanying
consolidated balance sheets and are amortized to expense over the remaining terms of the respective le_ases_.

Gross intangible assets and liabilities as of December 31, 2010 and 2009, respectively, are as follows (in
thousands)

December 31, December 31,

2010 2009
Intanglble Lease Assets _ , . . , .
Above-Market In-Place Lease Assets ........................ e A $ 49,233 $ 55,570
Absorption Period Costs .............. ... i P - $170,537 . $187,742
Intangible Lease Origination Costs (included in Deferred Lease Costs) ............ $164,782 $169,843
Intangible Lease Liabilities (Below-Market In-Place Leases) .......... . $133,267.. - $136,600

For the years ended December 31, 2010, 2009, and 2008, respectively, Piedmont recognized amortization of
intangible lease costs as follows (in thousands):

2010 2009 2008
Amortization expense related to Intangible Lease Origination Costs and
Absorption Period Costs: .............. ..ot $34,660 $47,188 $54,587
Amortization of Above-Market and Below-Market In-Place Lease intangibles as T '
a net increase to rental revenues: .. ... e i $ 5788 $ 5394 $ 3215
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Net intangible assets and liabilities as of December 31, 2010 will be amortized as follows (in thousands): -

Intangible Lease Assets R * Liabilities
Above-Market ' ‘ " Below-Market
In-place Absorption: Intangible Lease. In-place Lease
Lease Assets Period Costs  Origination Costs® Liabilities
For the year ending December 31: : B .
2011 o $ 4,610  $16,030 $14,494 . o $11,330 .
20012 . 2,393 11,021 11,869 '_ . 9,468
2013 1,387 5,769 7,143 ' 4,217
2004 . 1,303 4,847 5,957 3,306
2015 . 1,256 4,588 " 5,408 - 2,813
Thereafter ............. ... ... ... ... . 1,837 18,987 - 26,660 .- - 17,825
$12,786 $61,242. . . $71,531 . $48,959
Weighted-Average Amortization Period . ...... 3years . Syears 6 years - -6 years

@ Intangible lease origination costs are presented as a component of deferred lease costs on Piedmont’s
accompanying consolidated balance sheets. :

Investments in Unconsolidated Joint Ventures

Although Piedmont is the majority equity participant in four unconsolidated joint ventures, Piedmont does not
have a controlling voting interest in any of the unconsolidated joint ventures. Piedmont does, however, exercise
significant influence over those joint ventures. Accordingly, Piedmont’s investments in unconsolidated joint
ventures are recorded using the equity method of accounting, whereby original investments are recorded at cost
and subsequently adjusted for contributions, distributions, and net income (loss) attributable to such _]omt
ventures. Pursuant to the terms of the unconsolidated joint venture agreements, all income and distributions are
allocated to the joint venture partners in accordance with their respective ownership interests. Distributions of net
cash from operations are generally distributed to the joint venture partners on a quarterly basis, and are classified
as cash inflows from operating activities, as they are presumed to be returns on Piedmont’s ‘investment in the
respective joint venture. Proceeds received as the result of a sale of an asset from-an unconsolidated joint venture
would. be considered a return’ of Pledmont s investment in the joint venture and clasmﬁed as cash 1nﬂows from
investing activities. : '

Cash and Cash Equivalents

Piedmont considers all highly-liquid investments purchased with an original maturity of thrée months or less to
be cash equivalents. Cash equivalents include cash and short-term investments. Short-térm investments are stated
at cost, which approximates fair value, and consist of investments in money market accounts. -

Tenant Receivables, net

Tenant receivables are comprised of rental and reimbursement billings due from tenants and the cumulative
amount of future adjustments necessary to present rental income on a straight-lirie basis. Tenant receivables are
recorded at the original amount earned, less an allowance for any doubtful accounts, which approximates -fair
value. Management assesses the collectibility of tenant receivables on an ongoing basis and provides for
allowances as such balances, or portions thereof, become uncollectible. Piedmont adjusted the allowance for
doubtful ‘accounts by recording provisions for/(recoveries of) bad debts of approximately $0. 8 million, ($0.2
million), and $0.6 million for the years ended December 31, 2010, 2009, and 2008, respectlvely, which are
included in general and administrative expenses in the accompanying consolidated statements of income.



Notes Receivable

Notes receivable is solely comprised of Piedmont’s investments in mezzanine debt, which are recorded at face
amount, less unamortized discount as of the date of the accompanying consolidated balance sheets. See Note 6
below for further discussion of Piedmont’s investments in mezzanine debt.

Due from Unconsolidated Joint Ventures

Due from unconsolidated joint ventures represents operating distributions due to Piedmont from its investments
in unconsolidated joint ventures which have been declared but not received as of period end.

Prepaid Expenses and Other Assets
Prepaid expenses and other assets are primarily comprised of the following items:
* prepaid taxes, insurance and operating costs;
* escrow accounts held by lenders to pay future real estate taxes, insurance and tenant improvements;
* costs incurred related to an offering of common stock;
* earnest money paid in connection with future acquisitions; and

* equipment, furniture and fixtures, and tenant improvements for Piedmont’s corporate office space, net
of accumulated depreciation.

Prepaid expenses and other assets will be expensed as utilized or reclassified to other asset or equity accounts
upon being put into service in future periods. Balances without a future economic benefit are written off as they
are identified.

Gooadwill

Goodwill is the excess of cost of an acquired entity over the amounts specifically assigned to assets acquired and

liabilities assumed in purchase accounting for business combinations. Piedmont tests the carrying value of its

goodwill for impairment on an annual basis, or on an interim basis if an event occurs or circumstances change

that would indicate the carrying amount may be impaired. Such interim circumstances may include, but are not

limited to, significant adverse changes in legal factors or in the general business climate, adverse action or

assessment by a regulator, unanticipated competition, the loss of key personnel, or persistent declines in an

entity’s stock price below carrying value of the entity. The test prescribed by authoritative accounting guidance is

a two-step test. The first step involves comparing the estimated fair value of the entity to its carrying value,
including goodwill. Fair value is determined by adjusting the trading price of the stock for various factors
including, but not limited to: (i) liquidity or transferability considerations, (ii) control premiums, and/or (iii) fully

distributed premiums, if necessary, multiplied by the common shares outstanding. If such calculated fair value

exceeds the carrying value, no further procedures or analysis is permitted or required. However, if the carrying

value exceeds the calculated fair value, goodwill is potentially impaired and step two of the analysis would be

required. Step two of the test involves calculating the implied fair value of goodwill by deducting the fair value

of all-tangible and intangible net assets of the entity from the entity’s fair value calculated in step one of the test.

If the implied value of the goodwill (the remainder left after deducting the fair values of the entity from its

calculated overall fair value in step one of the test) is less than the carrying value of goodwill, an impairment loss

would be recognized. .

Deferred Financing Costs

Deferred financing costs are comprised of costs incurred in connection with securing financing from third-party
lenders and are capitalized and amortized to interest expense on a straight-line basis over the terms of the related
financing arrangements. Piedmont recognized amortization of deferred flnancmg costs for the years ended
December 31, 2010, 2009, and 2008 of approximately $2.6 million, $2.8 million, and $2.5 million, respectlvely,
which is included in interest expense in the accompanying consolidated statements of income.
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Deferred Lease Costs

Deferred lease costs are comprised of costs and incentives. incurred to acquire operating leases, including
intangible lease origination costs, and are capitalized and amortized on a straight-line basis over the terms of the
related leases. Amortization of deferred leasing costs is reflected in the accompanying consolidated statements of
income as follows.

* Piedmont amortized deferred lease costs of approximately $26.8 million, $32.6 million, and $29.4 million
for the years ended December 31, 2010, 2009, and 2008, respectively, of which approximately $0.7 million,
$0.7 million, and $0.5 million are related to the amortization of deferred common area maintenance costs
which are recorded as property operating costs in the accompanying consolidated statements of income. The
remaining amortization of deferred lease costs are recorded as amortization expense.

* Piedmont recognized additional amortization of lease incentives classified as deferred lease costs of
$3.4 million, $3.4 million, and $2.6 million, which was recorded as an adjustment to rental income for
the years ended December 31, 2010, 2009, and 2008, respectively.

Upon receiving notification of a tenant’s intention to terminate a lease, unamortized deferred lease costs are
written down to net realizable value. ' ' -

Line of Credit and Notes Payable

Certain mortgage notes included in line of credit and notes payable in the accompanying consolidated balance
sheets were assumed upon the acquisition of real properties. When debt is assumed, Piedmont adjusts the loan to
fair value with a corresponding adjustment to building. The fair value adjustment is amortized to interest expense
over the term of the loan using the effective interest method. Amortization of such fair value adjustments was
approximately $0, $0, and $0.6 million for the years ended December 31, 2010, 2009, and 2008, respectively.

Interest Rate Swap

. Piedmont periodically enters into interest rate swap agreements to hedge its exposure to changing interest rates
on variable rate debt instruments. As required by GAAP, Piedmont records all derivatives on the balance sheet at

“fair value. Piedmont reassesses the effectiveness of its derivatives designated as cash flow hedges on a regular
basis to determine if they continue to be highly effective and also to determine if the forecasted transactions
remain highly probable. The changes in fair value of derivatives designated as cash flow hedges are recorded in
other comprehensive income (“OCI”), and the amounts in OCI will be reclassified to earnings when the hedged
transactions occur. Changes in the fair values of derivatives designated as cash flow hedges that do not qualify
for hedge accounting treatment, if any, would be recorded as gain/(loss) on interest rate swap in the consolidated
statements of income. The fair value of the interest rate swap agreement is recorded as prepaid expenses and
other assets or as interest rate swap liability in the accompanying consolidated balance sheets. Amounts received
or paid under interest rate swap agreements are recorded as interest expense in the consolidated income
statements as incurred. Currently, Piedmont does not use derivatives for trading or speculative purposes and does
not have any derivatives that are not designated as cash flow hedges.

Shares-in-trust

To date, Piedmont has not issued any shares-in-trust; however, under Piedmont’s charter, it has authority to issue
a total of 150,000,000 shares-in-trust, which would be issued only in the event that there is a purported transfer
of, or other change in or affecting the ownership of, Piedmont’s capital stock that would result in a violation of
the ownership limits that are included in Piedmont’s charter to protect its REIT status.

Preferred Stock

To date, Piedmont has not issued any shares of preferred stock; however, Piedmont is authorized to issue up to
100,000,000 shares of one or more classes or series of preferred stock. Piedmont’s board of directors may determine
the relative rights, preferences, and privileges of any class or series of preferred stock that may be issued, and can be
more beneficial than the rights, preferences, and privileges attributable to Piedmont’s common stock.
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Common Stock

Under Piedmont’s Charter, it has authority to issue a total of 750,000,000 shares of common stock with a-par
value of $0.01 per share. As a result of the Recapitalization, of the total shares of commmon stock authorized
600,000,000 are designated as Class A common stock, 50,000,000 are designated as Class B-1 common stock,
50,000,000 are designated as Class B-2 common stock and 50,000,000 are designated as Class B-3 common
stock. In the event that Piedmont reorganizes, merges or consolidates with one or more other corporations,
holders of Class A and Class B common stock will be entitled to receive the same kind and amount of securities
or property. Each Class A and Class B share is entitled to one vote. Each Class A and Class B share participates
in distributions equally.

Dividends

As a REIT, Piedmont is required by the Internal Revenue Code of 1986, as amended (the “Code™), to make
distributions to stockholders each taxable year equal to at least 90% of its taxable income, computed without
regard to the dividends-paid deduction and by excluding net capital gains attributable to stockholders (“REIT
taxable income”). Piedmont sponsors a dividend reinvestment plan pursuant to which common stockholders may
elect (if their brokerage agreements allow) to reinvest an amount equal to the dividends declared on their
common shares into additional shares of Piedmont’s Class A common stock in lieu of receiving cash dividends.

Redeemable Common Stock

As of December 31, 2009, Piedmont’s common shares were, subject to certain limitations, contingently
redeemable at the option of the stockholder. One of the limitations stated that the aggregate amount paid ‘for
redemptions under the Piedmont share redemption program could not exceed the aggregate amount of proceeds
received from the sale of shares pursuant to the dividend reinvestment plan (the “DRP”). Accordingly, Piedmont
recorded redeemable common stock equal to the aggregate amount of proceeds received under the DRP, less the
aggregate amount incurred to redeem shares under Piedmont’s share redemption program. Effective February 17,
2019, Piedmont terminated its share rédemption program, and as such, no amounts were recorded as mezzanine
equity as of December 31, 2010.

Noncontrolling Interest

Noncontrolling interest represents the equity interests of consolidated entities that are not owned by Piedmont.
Noncontrolling interest is adjusted for contributions, distributions, and earnings (loss) attributable to the
noncontrolling interest partners of the consolidated joint ventures. All earnings and distributions are allocated. to
the partners of the consolidated joint ventures in accordance with their respective partnership agreements.
Earnings allocated to such noncontrolling interest partners are recorded as income attributable to noncontrolling
interest in the accompanying consolidated statements of income.

Revenue Recognition

All leases on real estate assets held by Piedmont are classified as operating leases, and the related base rental
income is generally recognized on a straight-line basis over the terms of the respective leases. Tenant
reimbursements are recognized as revenue in the period that the related operating cost is incurred. Rents and
tenant reimbursements collected in advance are recorded as deferred income in the accompanying consolidated
balance sheets. Other rental income, cons1st1ng primarily of lease termination fees, is recognized once Piedmont
has satisfied all obligations under the related lease or lease termination agreement.

Gains on the sale of real estate assets are recognized upon completing the sale and, among other things,
determining the sale price and transferring all of the risks and rewards of ownership without significant
continuing involvement with the purchaser. Recognition of all or a portion of the gain would be deferred until
both of these conditions are met. Losses are recognized in full as of the sale date.
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Stock-based Compensation

- Piedmont has issued restricted stock to employees and directors, as well as stock options outstanding which were
granted to independent directors in prior years. Expense recognized by Piedmont related to stock-based
compensation for employees is recorded as property operating costs for those employees whose job is related to
property operation and as general and administrative expense for all other employees and directors in the
accompanying consolidated statements of income. ‘

Net Income Available to Common Stockholders Per Share

Net income available to common stockholders per share is calculated based on the weighted-average number of
common shares outstanding during each period. Outstanding stock options have been excluded from the diluted
earnings per share calculation, as their impact would be anti-dilutive. However, the incremental weighted-
average shares from restricted stock awards are included in the diluted earnings per share calculation.

Income Taxes

Piedmont has elected to be taxed as a REIT under the Code, and has operated as such, beginning with its taxable
year ended December 31, 1998. To qualify as a REIT, Piedmont must meet certain organizational and operational
requirements, including a requirement to distribute at least 90% of its annual REIT taxable incorme. As a REIT,
Piedmont is generally not subject to federal income taxes. Accordingly, neither a provision nor a benefit for
federal income taxes has been made in the accompanying consolidated financial statements. Piedmont is subject
to certain state and local taxes related to the operations of properties in certain locations, which have been
provided for in the financial statements. Additionally, Piedmont conducts certain operations through its taxable
REIT subsidiary (“TRS”), Piedmont Office Holdings, Inc. These operations resulted in a tax provision of
approximately $5,000 for the year ended December 31, 2010, which is recorded in the accompanying financial
statements as general and administrative costs.

Reclassifications

Certain’ prior period amounts have been reclassified to conform to the current period financial statement
presentation. The reclassifications relate to (i) the required presentation of discontinued operations for the 111
Sylvan Avenue Building (sold in December 2010), (ii) the reclassification of residual property management
compensation expense to property operating costs from general and administrative costs, (1ii) the reclassification
of interest rate swap settlements as components of interest expense, and (iv) the presentation of noncontrolling
interest as a component of stockholders’ equity. All such reclassifications do not affect net income attributable to
Piedmont as presented in previous years. Additionally, all share and per share amounts have been adjusted to
give effect to the Recapitalization (see Note 3 for additional information).

Recent Accounting Pronouncements

In January 2010, the Financial Accounting Standards Board (the “FASB”) clarified previously issued GAAP and
issued new requirements related to fair value measurements and disclosures: The clarification component
includes disclosures about inputs and valuation techniques used in determining fair value, and providing fair
value measurement information for each class of assets and liabilities. The new requirements relate to disclosures
of transfers between the levels in the fair value hierarchy, as well as the individual components in the rollforward
of the lowest level (Level 3) in the fair value hierarchy. This change in GAAP was effective for annual periods
beginning after December 15, 2009, except for the provision concerning the rollforward of activity of the Level 3
fair value measurement, whose effective date is for fiscal years beginning after December 15, 2010, and for
interim periods within those fiscal years. Piedmont does not expect this disclosure requirement to have a material
effect on its consolidated financial statements.
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3. Recapitalization, Listing and Offering of Common Stock

On January 20, 2010, Piedmont’s stockholders approved an amendment to its charter that provides for the
conversion of each outstanding share of Piedmont’s common stock into: .

*  1/12th of a share of Piedmont’s Class A common stock; plus

¢ 1/12th of a share of Piedmont’s Class B-1 common stock; plus

*  1/12th of a share of Piedmont’s Class B-2 common stock; plus

* 1/12th of a share of Piedmont’s Class B-3 common stock
This transactiOn is referred to as the “Reéapitaliiation” and was effective upon filing the amendment to
Piedmont’s charter with the State Department of Assessments and Taxation of the State of Maryland (the
“SDAT”) on January 22, 2010. Piedmont refers to Class B-1 common stock, Class B-2 common stock and Class
B-3 common stock collectively as “Class B” common stock. Piedmont listed its Class A common stock on the
New York Stock Exchange (the “NYSE”) on February 10, 2010. Piedmont’s Class B common stock is identical
to its Class A common stock except that (i) Piedmont does not intend to list its Class B common stock on a

national securities exchange and (ii) shares of its Class B common stock have converted automatically into shares
of Class A common stock at specified times, as follows:

* August9, 2010, in the case of Class B-1 cdmmon stock;
'« November 7, 2010, in the case of Class B-2 common stock; and
. January 30 2011 in the case of Class B-3 common stock.

In conjunction with the listing of its Class A common stock on the NYSE, Piedmont offered and subsequently
issued 13.8 million shares of its common stock which resulted in $184.4 million in net offering proceeds.

4. Acquisitions of Real Estate Assets

The following properties were acquired during year ended December 31, 2010:

Percentage
: Rentable - Occupied - Purchase
Metropolitan Statistical Date of Number of Square _asof Price

Property Area Acquisition Buildings Feet  December 31, 2010 (in millions)
‘Suwanee Gateway : ‘ :

One:............. Atlanta, GA September 28,2010 - 1 142,427 0%  $7.88

One and Two Meridian ‘ » ’ ,
" Crossings ......... Minneapolis, MN October 1, 2010 2 383,882 96% $65.61

5. Tenant Receivables

Tenant receivables as of December 31, 2010 and 2009, respectively, are as follows (in thousands):

2010 2009

Tenant receivables, net of allowance for doubtful accounts of :

$1,298 and $559 in 2010 and 2009, respectively ............. $ 28,848 . $ 33,071
Cumulative rental revenue recognized on a straight-line basis in B

excess of cash received in accordance with lease terms . . . . .. .. - 105,158 95,371
Tenant receivables . ............ [ ' $134,006 $128,442
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6. Notes Receivable

Notes receivable as of December 31, 2010 and 2009 consist solely of Piedmont’s two investments in mezzanine
debt, both of which are secured by a pledge of the equity interest of the entity owning a 46-story, 973, 000 square
foot, Class A, commercial office building Iocated in downtown Chicago (the “500 W. Monroe Building™).

The 500 W. Monroe Building is encumbered by a first mortgage (“the Mortgage Loan™) and four different
mezzanine loans (“the Mezzanine Loans”) held by different lenders. Within the first Mezzanine Loan and the
third Mezzanine Loan, there is also a senior and a junior tranche of mezzanine debt. Piedmont holds the junior
tranche in the first Mezzanine Loan (bearing interest at LIBOR plus 1.75%) and the entire second Mezzanine
Loan (bearing interest at LIBOR plus 1.61%). The owner of the 500 W. Monroe Building defaulted on the most
Jjunior mezzanine loan in Febfuary 2009 and has been operating pursuant to a forbearance agreement with that
lender (“the most Junior Loan Holder”).

As of August 9, 2010, all of the loans (Mortgage and Mezzanine, including Piedmont’s two mezzanine loan
investments) matured. Piedmont subsequently exercised its right to extend the Mortgage Loan and first priority
Mezzanine Loan and issued a notice announcing that a UCC foreclosure sale would be conducted on
September 14, 2010 wherein Piedmont’s collateral for its second Mezzanine Loan (the pledge of the equity
interest in the borrower under the first Mezzanine Loan) would be auctioned. The owner of the building initiated
legal action to prevent the foreclosure auction from taking place and on September 8, 2010, after being denied a
restraining order by the New York State Supreme Court, appealed that decision to the Appellate Division in New
York, where the appellate court issued a stay order delaying the foreclosure auction pending the adjudication of
the borrower’s appeal. S

On January 13, 2011, the Appellate Division unanimously affirmed the New York Supreme Court’s denial of the
owner’s attempt to obtain an injunction enjoining Piedmont from foreclosing on its security interest. On
January 18, 2011, the owner filed a motion seeking leave to appeal that ruling, and the matter is still pending
resolution in court. '

Piedmont has collected all interest due as of December 31, 2010, according to the contractual terms of the notes.
As of December 31, 2010, Piedmont has concluded that the loans do not meet the criteria for impairment as set
forth in FASB’s Accounting Standards Codification 310-10-35 and, therefore, Piedmont continues to carry the
notes at their accreted value of approximately $61.1 million. Additionally, Piedmont has received default interest
in excess of contractual interest and the return of excess monthly property cash flows totaling approximately $0.8
million. These amounts are classified as liabilities in the accompanying consolidated balance sheet as of
December 31, 2010, pending the resolution of the legal proceedings referenced above. ’

An affiliate of the most Junior Loan Holder continues to manage the property, and an unrelated third-party was
retained by the owner of the building to act as leasing agent for the property. Therefore, as of December 31,
2010, Piedmont has concluded that it is not the primary beneficiary of the overall remaining capital structure,
including the 500 W. Monroe Building, and Piedmont has not recorded the building, Mortgage :Loan and
surviving mezzanine debt or related interest rate caps (all of which will become Piedmont’s responsibility if
Piedmont is the successful bidder at the foreclosure auction) in the accompanying consolidated financial
statements.. Piedmont’s maximum exposure to loss as of December 31, 2010 is the recorded value of the notes
and various costs incurred to date in conjunction with the proceedings mentioned above of approximately $62.4
million. ' '
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7. Unconsolidated Joint Ventures
Investments in Unconsolidated Joint Ventures

As of December 31, 2010 ‘and 2009, Piedmont owned interests in the followmg ‘unconsolidated Jomt ventures (in
thousands):

Piedmont’s
Approximate
N Ownership B

Name of Joint Venture v Properties Held by Joint Venture Percentage Net Book Value

: ’ ' : o : 2010 2009
Fund XTII and REIT Joint Venture . ... ... . 8560 Upland Drive

: _ Two Park Center 72% $19,543 $20,519
Fund XII and REIT Joint Venture ........ 4685 Investment Drive . ‘

5301 Maryland Way 55% 16,688 17,164

Fund XIT, XII and REIT Joint Venture .n.. 20/20 Building ) ] 57% 2,871 3,154
Wells/Fremont Associates .............. 47300 Kato Road : 8% 2,667 2,704

Fund IX, X, XI and REIT_Join Venture ... 360 Interlocken ' 4% 249 399

Lﬁ’azle of Propérty Owrned in Unconsolidated Joint Ven:ture: "

During the year ended December 31, 2010, Fund IX, X, XI and REIT Joint Venture sold the 14400 Hertz Quail
Springs Parkway Building for a gross sales price of $5.3 million. Piedmont owns approximately four percent of
the joint venture, and recorded its proportionate share of the net sales proceeds and gain on sale of approximately
$189, 000 and $25 000, respectlvely .

8; ; Line of Credit and Notes Payable “

The following table summarizes the terms of P1edmont s 1ndebtedness outstanding as of December 31, 2010 and
2009 (1n thousands) ' .

Total/ Weighted Average® ....... 4.66% $1,402,525 $1,516,525

Amount Qutstanding

: E - : as of December 31, -
Facility = - : o Property Rate® Maturity 20102 2009
Secured (Fixed) - ' : ‘
$45.0 Million Fixed-Rate Loan ........ 4250 N. Fairfax™ 520%  6/1/2012 % 45,000 % 45,000
'35 West Wacker Building Mortgage . )

Note ..ot 35 West Wacker Drive 5.10%  1/1/2014 120,000 120,000
Aon Center Chicago Mortgage Note . . .. Aon Center 4.87%  5/1/2014 200,000 200,000
Aon Center Chicago Mortgage Note . ... Aon Center 570%  5/1/2014 25,000 25,000
Secured Pooled Facility ........... .. Nine Property Collateralized o : ' 7

s Pool® 484%  6/7/2014 350,000 350,000
$105 0. M11110n Fixed-Rate Loan ....... US Bancorp Center . 529% 5/11/2015 105,000 105,000
$125.0 Million Fixed-Rate Loan . . . .. .. Four Property Collateralized )
v . . Pool® _ 550%  4/1/2016 125,000 125,000
$42.5 Million Fixed-Rate Loan . ....... Las Colinas Corporate ' .
S -~ CenterI&I ©570% 10/11/2016 42,525 42,525
WDC Mortgage Notes . .. .. f......1..1201 & 1225 Eye Street : 5.76%  11/1/2017 140,000 140,000
Subtotal/Weighted Average® . . ... 5.16% 1,152,525 1,152,525
Unsecured (Variable)
$250 Million Unsecured Term Loan® .. $250 Million Term Loan LIBOR + 1.50%® 6/28/2011 250,000 250,000
$500 Million Unsecured Facility?® ... .. $500 Million Revolving
Facility — (8 8/30/2011® — 114,0000D
Subtotal/Weighted Average® .. ... 2.36% 250,000 364,000
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All of Piedmont’s outstanding debt as of December 31, 2010 and 2009 is interest-only debt.

. Balance outstanding at maturity is the same as that on December 31, 2010 and 2009, except for the $500 Million Unsecured Facility.

Nine property.collateralized pool includes the 1200 Crown Colony. Drive Building, the Braker Pointe OI Building, 2 Gatehall Drive
Building, the One Independence Square Building, the Two Independence Square Building, the 2120 West End Avenue Building, the 400
Bridgewater Crossing Building (which was substituted for the 111 Sylvan Avenue Building upon its sale in December 2010), the 200
Bridgewater Crossing Building, and the Fairway Center II Building. ) ’ v

Four property collateralized pool includes the 1430 Enclave Parkway Building, the Windy Point I and II Buildings, and the 1055 East
Colorado Boulevard Building. ‘

Weighted average is based on balance outstanding and interest rate at December 31, 2010;

The $250 Million Unsecured Term Loan has a stated variable rate; however, Piedmont entered into an interest rate swap agreement
which effectively fixes the rate on this loan to 2.36% through June 28, 2011.

All of Piedmont’s outstanding debt as of December 31, 2010 and 2009 is term debt with the exception of the $500 Million Unsecured
Facility. - : -

Piedmont may select from multiplé interest rate options with each draw, including the prime rate and various length LIBOR locks. All
LIBOR 'selections are subject to an additional spread (0.475'% as of December 31, 2010) over the selected rate based on Piedmont’s
current credit rating. ‘ ' o . ]
Piedmont may extend the term for one additional year provided Piedmont is not then in default and-upon the payment of a 15 basis point
extension fee:

A summary of the"aggregate maturities of Piedmont’s indebtedness as of December 31, 2010, is provided below
(in thousands):

2011 .o e $ 250,000
2012 ... L L . 45,000
2013 —
2014 L 695,000
2005 105,000
Thereafter ... 307,525
Total ............. e .. $1,402,525

Piedmont’s weighted-average interest rate as of December 31, 2010 and 2009, for aforementioned borrowings
was approximately '4.66% and 4.83%, respectively. Piedmont made interest payments on indebtedness of
approximately $65.4 million, $67.1 million, and $73.2 million during the years ended December 31, 2010, 2009,
and 2008, respectively. Additionally, Piedmont recorded interest rate swap cash settlements related to its $250
Million Unsecured Term Loan as interest expense in the accompanying consolidated statements of income of
approximately $4.7 million, $7.9 million, and $1.1 million for the years ended December 31, 2010, 2009, and
2008, respectively.




9. Variable Interest Entities

Variable interest holders who have the power to direct the activities of the VIE that most significantly impact the
entity’s economic performance and have the obligation to absorb the majority of losses of the entity or the right
to receive significant benefits of the entity are considered to be the primary beneficiary and must consolidate the
VIE.

A summary of Piedmont’s interests in and consolidation treatment of its VIEs as of December 31, 2010 is as
follows, (net book value of assets in millions):

Piedmont’s Net Book Net Book
% Consolidated/ Valueasof Value as of
Ownership Related Unconsolidated; Location December 31, December 31,  Primary Beneficiary
‘Entity of Entity Building on Balance Sheet 2010 2009 ) Considerations

1201 Eye Street NW
Associates, LLC . ....... 49.5% 1201 Eye Consolidated; Component ~  $84.2 $89.2 In accordance with the
Street  of Real Estate Assets partnership’s governing

documents, Piedmont is
entitled to 100% of the cash
flow of the entity and has
sole discretion in directing
the management and leasing
activities of the building.

1225 Eye Street NW . . .
Associates, LLC ........ 49.5% 1225 Eye Consolidated; Component $61.8 $64.4 In accordance with the
Street of Real Estate Assets ) " partnership’s governing
. documents, Piedmont is
_entitled to 100% of the cash
flow of the entity and has
sole discretion in directing
the management and leasing
activities of the building.
500 W. Monroe Mezz I, . .
LLC ... 100% 500 West Consolidated; Component $48.2 $47.5 Not sufficient equity at risk
Monroe of Notes Receivable in the entity so considered a
' VIE; Piedmont is sole
financial investor and has
sole decision making
authority with regard to this
entity; See Note 6 for
. further discussion.
500 W. Monroe Mezz I-B, .
LIC ... ... oo - 100% 500 West Consolidated; Component $12.9 $11.2 Not sufficient equity at risk -
. ‘ Monroe of Notes Receivable . in the entity so considered a
VIE; Piedmont is sole
financial investor and has
sole decision making
authority with regard to this
entity; See Note 6 for
further discussion. .
500 W. Monroe Building,
and related secured and
mezzanine debt ........ 0% 500 West Not Consolidated N/A N/A See Note 6 for a further
Monroe ) discussion of this VIE.
Suwanee Gateway One,
LLC ... ...l 100% Suwanee Consolidated; Component $78 $— The fee agreement includes
Gateway of Real Estate Assets equity participation rights
One for the incentive manager, if
certain returns on
investment are achieved;
however, Piedmont has sole
decision making authority
and is entitled to the
economic benefits of the
property until such returns
are met.
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10. Derivative Instruments
Risk Management Objective bf Using Derivatives

In addition to operational risks which arise in the normal course of business, Piedmont is exposed to economic
risks such as interest rate, liquidity, and credit risk. In certain situations, Piedmont has entered into derivative
financial instruments such as interest rate swap agreements to manage interest rate risk exposure arising from
variable rate debt transactions that result in the receipt or payment of future known and uncertain cash amounts,
the value of which are determined by interest rates. Piedmont’s objective in using interest rate derivatives is to
add stability to interest expense and to manage its exposure to interest rate movements.

Cash Flow Hedges of Interest Rate Risk - |

Interest rate swaps designated as cash flow hedges involve the receipt’ of variable-rate amounts from a
counterparty in exchange for Piedmont making fixed-rate’ payments over the life of the agreements without
exchange of the underlying notional amount.

For the period from June 28, 2008 to June 28, 2010, Piedmont used an interest rate swap agreement to hedge the
variable cash flows associated with its $250 Million Unsecured Term Loan to maturity. Effective June 28, 2010,
Piedmont extended the $250 Million Unsecured Term Loan until June 28, 2011, as permitted under the terms of
the loan agreement, and entered into four new interest rate swaps covering the extension period of the loan. A
detail of Piedmont’s interest rate swaps outstanding as of December 31, 2010 is as follows:

Notional Amount

. Interest Rate Derivative S (in millions) Effective Date Maturity Date
Interest rate swap ......... RO . $100 6/28/2010 6/28/2011
Interest rate swap .............. ST $75 - 6/28/2010 . .. 6/28/2011 .
Interestrate swap .................... $ 50 ~ 6/28/2010 6/28/2011 -
Interestrate swap .................... $ 25 6/28/2010 6/28/2011
Total .......ooooveen..... e $250 |

All of the above interest rate swap agreements are de31gnated as cash flow hedges of interest rate risk. The
effective portion of changes in the fair value of derivatives designated as, and that qualify as, cash flow hedges is
recorded in Other Comprehensive Income (“OCI”) and is subsequently reclassified into earnings in the period
that the hedged forecasted transaction affects earnings.

The effective portion of Piedmont’s derivative ﬁnancial instruments (interest rate swaps) that was recorded in the
accompanying consolidated statement of operations for the years ended December 31, 2010, 2009, and 2008 (in
thousands). is as follows:

Derivative in ‘ B .
Cash Flow Hedging ) December 31, December 31, December 31,

Relationships (Interest Rate Swap) ) - . 2010 2009 2008
Amount of loss recognized in OCI on derivative .................. $1,529 @ .$2812 $10,096
Amount of previously recorded loss reclassified from accumulated - ' o

OCT into interest €Xpense .. ..............o'uueevoo.. e “$(@4, 704) $(7,903) $(1,139)

No gain or loss was recognized related to hedge ineffectiveness. or to-amounts excluded from effectiveness
testing on Piedmont’s cash flow hedges during the year ended December 31, 2010, 2009, or 2008.

Amounts reported in accumulated other comprehenswe loss related to Pledmont S denvatlves are recla331f1ed to
interest expense as interest payments are made on the $250 Million Unsecured Term Loan. Piedmont estimates
that an additional $0.7 million will be reclassified from accumulated other comprehenswe loss as an increase to
interest expense over the next twelve months. ‘
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The fair value of Piedmont’s derivative financial instruments designated as hedging instruments under GAAP (its
interest rate swap agreements) as of December 31, 2010 and December 31, 2009 was $0.7 million and $3.9
million, respectively, and is separately presented as “Interest rate swap” in the accompanying consolidated
balance sheet.

Please see the accompanying statements of stockholders’ equity for a rollforward of Piedmont’s Other
Comprehensive Loss account.

Credit-risk-related Coritingent Features

Piedmont has agreements with its derivative counterparties that contain a provision whereby if Piedmont defaults
on any of its indebtedness, including default where repayment of the indebtedness has not been accelerated by
the lender, then Piedmont could also be declared in default on its derivative obligation. If Piedmont breached any
of the contractual provisions. of the derivative contracts, it would be required to settle its obligations under the
agreements at their termination value of the fair values plus accrued interest, or approximately $0.7 million.

11. Fair Value Measurements

Piedmont considers its cash, accounts receivable, accounts payable, interest rate swap agreement, and line of
credit-and notes payable to meet the definition of financial instruments. The following table sets forth the
carrying and ‘estimated fair value for each of Piedmont’s financial instruments as of December 31, 2010 and
2009, respectively (in thousands):

As of December 31, 2010 : As of December 31, 2009
Financial Instrument : Carrying Value Estimated Fair Value Carrying Value - Estimated Fair Value
Cash and cash equivalents® " : . .. ... $ 567718 $ 56,718 $ 10,004 $ 10,004
Tenant receivables, net® .. .......... $ 134,006 $ 134,006 $ 128,442 $ 128,442
Notes receivable .. ........ .. $ 61,144 $ — $ 58,739 $ 44,504
Accounts payable® .. ........ L. 8 15763 $ 15,763 $ 12,170  $ 12,170
Interest rate swap agreements . ..... .8 691 $ 691 $ 3,866 $ 3,866
Line of credit and notes payable .. .. .. $1,402,525 $1,428,255 $1,516,525 $1,436,060

@ For the periods presented, the carrying value approximates estimated fair value.

@ Due to the UCC foreclosure process and the litigation surrounding it, as well as the fact that the more junior
note is technically in defauit, Piedmont is unable to provide an estimated fair value of the notes receivable
as of December 31, 2010. See Note 6 for further information concerning Piedmont’s notes receivable.

Piedmont’s interest rate swap agreements discussed in Note 10 above were the only financial instruments
adjusted and carried at fair value as of December 31, 2010 and 2009, respectively, and were separately presented
as an “Interest rate swap” in the accompanying consolidated balance sheets. The valuation of these instruments
was determined using widely accepted valuation techniques including discounted cash flow analysis based on the
contractual terms of the derivatives, including the period to maturity of each instrument, and uses observable
market-based inputs, including, interest rate curves and implied volatilities. Therefore, the fair values determined
are considered to’'be based on significant other observable inputs (Level 2). In addition; Piedmont considered
both its own and the respective counterparties’ risk of nonperformance in determining the fair value of its
derivative financial instruments by estimating the current and potential future exposure under the derivative
financial instruments.that both Piedmont and the counterparties were at risk for as of the valuation date. This
total expected exposure was then discounted using factors that contemplate the creditworthiness of Piedmont and
the counterparties to arrive at a credit charge. This credit charge was then netted against the value of the
derivative financial instruments determined using the discounted cash flow analysis described above to arrive at a
total estimated fair value of the interest rate swap agreements. The credit valuation adjustment did not comprise a
material portion of the fair values of the derivative financial instruments as of either December 31, 2010 or 2009;
therefore, Piedmont believes that any unobservable inputs used to determine the fair values of its derivative
financial instruments are not significant to the fair value measurements in their entirety, and does not consider its
derivative financial instruments to be Level 3 liabilities. :
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12. Impairment of Certain Real Estate Assets

Piedmont recorded the following impairment chaiges as a component of income from continuing operations for
the years ended December 31, 2010, 2009, and 2008 (in thousands):

) . 2010 - 2009 . 2008
Impairment losses recorded in real estate operating expenses: ’ ' :
~ Auburn Hills Corporate Center Building ............ P $— $10,173 $—
1111 Durham Avenue Building .................0........ U — 14274 —
~ 1441 West Long Lake Road Building . ....... e — 10,616 —
Impairment losses on real estate assets ..................... . $— O $35063  $—

M Dﬁring the year ended December 31, 2010, Piedmont recorded an impairmént charge of approximately
$9.6 million on the 111 Sylvan Avenue Building as a component of discontinued operations. See Note
17 below for further detail. '

Piedmont did not recognize an impairment loss on its held-for-use, wholly-owned buildings during the year
ended December 31, 2010; however, during the year ended December 31, 2009, Piedmont reduced its intended
holding periods for the Auburn Hills Corporate Center Building, purchased in May 2003 and comprising
apprdXimat_er 119,000 square feet, and the 1441 West Long Lake Road Building, purchased in June 2000 and
comprising approximately 107,000 square feet, both of which are located in the Detroit, Michigan market.
During the same period, Piedmont reduced the intended holding period for the 1111 Durham Avenue Building,
purchased in November 2000 and comprising approximately 237,000 square feet, located in New Jersey. The
decision to reduce estimated future rental revenues and the holding periods for the two Detroit assets was
prompted by the loss of prospective replacement tenants and overall market declines in the Detroit, Michigan
market. Further, changes in management’s expectation of re-leasing prospects of the New Jersey asset, coupled
with general market declines in the South Plainfield submarket in which it is located, prompted the reduction of
intended hold period and estimated future rental revenues during the third quarter 2009. The cumulative effect of
these decisions triggered a reassessment of speculative leasing assumptions for these buildings, which entailed,
among other things, evaluating market rents, leasing costs and the downtime necessary to complete necessary
re-leasing activities. Based on a comparison of the projected undiscounted future cash flows with the net book
value of the real estate and intangible assets, Piedmont determined that the carrying values of the assets were not
recoverable and, accordingly, recorded an impairment loss on real estate assets in the amount of approximately
$35.1 million to reduce the carrying value of the assets to their estimated fair value based upon the present value
of future cash flows. ' ‘ '

Fair Value Considerations for Property

In accordance with GAAP regarding fair value measurements, Piedmont valued the Auburn Hills Corporate Center
Building, the 1111 Durham Avenue Building, and the 1441 West Long Lake Road Building using the fair value
processes and techniques prescribed by authoritative literature. The fair value measurements used in “these
evaluations of nonfinancial assets are considered to be Level 3 valuations within the fair value hierarchy s defined
in GAAP, as there are significant unobservable inputs. Examples of inputs Piedmont utilizes in its fair value
calculations are discount rates, market capitalization rates, speculative leasing rates and assumptions, timing of
leases, rental concessions and leasing capital, and sales prices. The following amounts represent the detail of the
adjustments recognized during the year ended December 31, 2009 using Level 3 inputs (in thousands):

Net Book Impairment

Property or Investment in Unconsolidated Joint Venture ) Value Recognized Fair Value
Auburn Hills Corporate Center Building .............................. $17,633  $10,173  $ 7,460
1111 Durtham Avenue Building ..................... ... ... ......... 27,984 14,274 13,710
1441 West Long Lake Road Building . . ......................0..... ... 17,141 10,616 6,525

$62,758 © $35,063  $27,695
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13. Commitments and Contingencies
Commitments Under Existing Lease Agreements

Certain lease agreements include provisions that, at the option of the tenant, may obligate Piedmont to provide
funding for capital improvements. Under its existing lease agreements, Piedmont may be required to fund
significant tenant improvements, leasing commissions, and building improvements. In addition, certain lease
agreements contain provisions that require Piedmont to issue corporate guarantees to provide funding for such
capital improvements. At December 31, 2010, Piedmont anticipates funding approximately $111.4 million in
potential obligations for tenant improvements related to its existing lease portfolio over the respective lease
terms, much of which Piedmont estimates may be required to be funded over the next five years. For most of -
Piedmont’s leases, the timing of the actual funding of these tenant improvements is largely dependent upon
tenant requests for reimbursement. In some cases, these obligations may expire with the leases without further
recourse to Piedmont.

Contingencies Related to Tenant Audits

Certain lease agreements include provisions that grant tenants the right to engage independent auditors to audit
their annual operating expense reconciliations. Such audits may result in the re-interpretation of language in the
lease agreements which could result in the refund of previously recognized tenant reimbursement revenues,
resulting in financial loss to Piedmont. Piedmont recorded approximately $0.4 million, $1.4 million, and $0.5
million as a reduction of tenant reimbursement income during the years ended December 31, 2010, 2009, and
2008 related to such tenant audits.

Letters of Credit

As of December 31, 2010, Piedmont was subject to the following letters of credit, which reduce the total
outstanding capacity under its $500 Million Unsecured Facility: .

Amount : Expiration of Letter of Credit
$382,556 ... SO February 20110

$3,637354 ... June 2011

$10,000,000® .. ... ... ......... February-2011%

$3,000,000 ............. e December 2011

(D These letter of credit agreements contain an “evergreen” clause, which -automatically
renews for consecutive, one-year periods each anniversary, subject to certain limitations.

@ On January 26, 2011, the amount of this letter of credlt was increased to apprommately
$14.8 million.

Operating Lease Obligations

Three properties (the River Corporate Center Building in Tempe, Arizona; the 8700 South Price Road Building
in Tempe, Arizona; and the 2001 NW 64t Street Building in Ft. Lauderdale, Florida are subject to ground leases
with expiration dates ranging between 2048 and 2101. The aggregate remaining payments required under the
terms of these operating leases as of December 31, 2010 are presented below (in thousands):

200 e $ 636
2002 e - 750
2013 e 750
2004 e e 750
200 749
Thereafter . .........co. it 75,619
Total ..o e $79,254




Ground rent expense was approximately $0.6 million for the years ended December 31, 2010, 2009, and 2008,
and is included in property operating costs in the accompanying consolidated statements of income. The net book
value of the real estate assets of the related office buildings subject to operating ground leases is approximately
$26.4 million and $27.3 million as of December 31, 2010 and 2009, respectively. . C -

Assertion of Legal Action

In Re Wells Real Estate Investment Trust, Inc. Securities Litigation, Civil Action No. 1 .'07fcy-_00862-CA1f
(Upon motions to dismiss filed by defendants, parts of all seven counts were_'disnﬁs§ed by the cburt, Counts
ITI through VIf' were dismissed in their entirety. On August 2, 2010, the court ruled on various pre-trial
motions and denied the defer;iiants’ motion for summary judgment. The parties are preparing for tfial,
but no trial date has been set.) '

On March 12, 2007,.a stockholder filed a purported class action and derivative complaint in the United States
District Court for the District of Maryland against, among others, Piedmont, Piedmont’s previous advisors, and
the officers and directors of Piedmont prior to the closing of the Internalization. The complaint attempts to assert
class action claims on behalf of those persons who received and were entitled to vote on the proxy statement filed
with the'SEC on February 26,2007. ~ ° S - ' o

The complaint alleges, among other things, (i) that the consideration to be paid as part of the Internalization ‘is
excessive; (ii) violdtions of Section 14(a), including Rule 14a-9 ‘théreunder; and Section 20(a) of the Exchange
Act, based upon allegations that the proxy statement contains false and misleading statements or ormits to state
material facts; (iii) that the board of directors and the current and previous advisors breached their fiduciary
duties to the class and to Piedmont; and (iv) that the proposed Internalization will unjustly enrich certain
directors and officers of Piedmont. : o B S

The complaint seeks, among other things, (i) certification of the class action; (ii) a Jjudgment declaring the proxy
statement false and misleading; (iii) unspecified monetary damages; (iv) to nullify any stockholder approvals
obtained during the proxy process; (v) to nullify the Internalization; (vi) restitution for disgorgement of profits,
benefits, and other compensation for wrongful conduct and fiduciary breaches; (vii)'the nomination and-election
of new independent directors, and the retention of a new financial advisor to assess the advisability of Piedmont’s
strategic. alternatives; and (viii) the payment of reasonable attorrieys® fees and experts’ fees. - B

On June 27, 2007, the plaintiff filed an amended complaint, which contains the same counts as the original
complaint, described above, with amended factual allegations based primarily on events occurring sabsequent to

the original complaint 'a'lndv the addition of a Piedmont officer as an individual defendant.

On March 31, 2008, the court granted in part the defendants’ motion to dismiss the amended complaint. The
court dismissed five of the seven: counts of.the amended complaint.in their entirety. The court dismissed the
remaining two counts with the exception-of allegations regarding the failure to disclose in Piedmont’s proxy
statement details of certain expressions of interest by a third party in‘acquiring Piedmont. On April-21, 2008; the
plaintiff filed a second amended complaint, which alleges violations of the ‘federal proxy rules based upon
allegations that the proxy.statement to obtain approval for Internalization omitted details of certain expressions of
interest in acquiring Piedmont. The second amended complaint seeks, among other things, unspecified monetary
damages, to nullify and rescind Internalization, and to cancel and rescind any stock issued to-the defendants as
consideration for Internalization. On May 12, 2008, the defendants answered the second amended complaint.

On June 23, 2008, the plaintiff filed a motion for class certification. On September 16, 2009, the court granted
the plaintiff’s motion -for class certification. On September .30, 2009, the ‘defendants :filed  a: petition for
permission to appeal immediately the court’s order granting the motion for class ceftification with the Eleventh
Circuit Court of Appeals, which the Eleventh Circuit Court of Appeals denied.on October. 30, 2009. -

On April 13, 2009, the plaintiff moved for leave to amend the second amended complaint to. add additional
defendants. The court denied the motion for leave to amend on June 23, 2009. ‘ ,
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On'December 4, 2009, the parties filed motions for summary judgment. On August 2, 2010, the courtientered an
order 'denying the defendants’ motion for summary judgment and granting, in part, the plaintiff’s motion for
partial summary judgment.-On August 12, 2010, the -defendants filed a motion seeking to certify thie court’s
decision on the parties’ motions for summary judgment for immediate appeal. On November 1, 2010, the court
denied-the defendants’ motion to certify its order on the parties’ motions for summary Judgment for 1mmed1ate
appeal. No trial date has been set. :

Predmont believes that the allegauons ‘contained in the complaint are W1thout mer1t and will cont1nue to
v1gorously “defend this action’ Dué to the uncertainties inherent i in the’ ht1gat10n process, ‘it is not possible to
predlct the ultlmate outcome of th1s ‘matter at thls time; however, as w1th any 11t1gat10n the rrsk of ﬁnanc1al loss -
does’exist.” E N CoT

In Re Piedmont Office Realty Trust, Iric. Securities Litigation; Civil Action No. I: 07-cv-02660-CAP (Upon
motions to disiniss filed by defendants, parts of all four counts' were dlsmlssed by the court Counts III and
IV were dismissed in then‘ entlrety The partles are engaged in dlscovery ) o R

On October 25, 2007, the same stockholder ment1oned above filed a second purported class actlon in the Umted
States District Court for the Northern District of Georgia against Piedmont and its board of directors. The
complaint attempts to assert class action claims on behalf of (i) those persons who were entitled to tender their
shares pursuant to the tender offer filed with the SEC by Lex-Win ‘Acquisitien LLC,: a former, stockholder, on
May 25, 2007, .and-(ii) all persons who are entitled to vote on the proxy -statement filed with, the SEC on
October 16 2007. : s o . L , E .

The complaint alleges, .among other thlngs violations of the ‘federal" securities laws, including’ Sections l4(a‘)‘ and
14(e) of the Exchange Act and Rules 14a-9 and 14e-2(b) promulgated thereunder. In add1t10n the complalnt
alleges that defendants-have also breached their f1duc1ary duties owed to:the proposed classes o

On December 26 2007, the plamtxff flled a motlon seekmg that the court des1gnate it as. lead pla1nt1ff and its
counsel as class lead counsel, which the court granted on May 2, 2008. - :
On May l9 2008 the lead plamtlff flled an amended complamt Wh1ch contained the same counts as the or1g1nal
complaint. On June 30, 2008, defendants filed a motion to dismiss the amended complamt

On March 30 2009 the court granted in part the defendants mot1on to dlsmlss the amended complamt The
court dismissed two of the four counts. of the amended complarnt in: their entirety. The .court dlsnussed the
remaining two counts with the excephon of allegat10ns regarding (i) the failure to disclose information regarding
the likelihood of a listing in our amended response to the Lex-Win tender. offer and. (ii) purported misstatements
or ;omissions in.our proxy.statement-concerning ‘then-existing market conditions, the alternatives to a listing or
extension -that were explored by the defendants, the results of conversations with. potential: buyers as. to. our
valuation, and certain details of our share: redemptlon program. Ori: April 13, 2009;: defendants moved for
reconsideration'of the court’s'March 30, 2009 order or, alternatively; for certification of the order for immediate
appellate- review. The deféendants also requested that the proceedings be. stayed pending consideration’ of -the
motion. On June:19, 2009, the court denied the motion for reconsideration -and the motion for certlﬁcatron of the
order for immediate: appellate review.. : : :

On April 20, 2009, the plaintiff, joined by a second plaintiff, filed a second amended complaint, which alleges
violations of the federal securities laws, including Sections 14(a) and: 14(e) of the Exchange‘Act and Rules :14a-9
and 14e-2(b) promulgated thereunder. The second amended complaint seeks, among other. things, “tnspecified
monetary damages, to nullify and void any authorizations secured by the proxy statement, and to compel atender

. offer. On May 11,2009, the defendants answered the second amended complaint. =~ - . . oo

OnJune 10, 2009, the plaintiffs filed a motion for class certification. The court granted the plaintiffs’ motion for
class certification on March 10, 2010. On August 6, 2010, the Eleventh Circuit Court of Appeals granted.the
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defendants’ -petition for permission to appeal immediately the court’s order” granting the' motion for class
certification. The defendants filed their-opening brief in suppoit of their appeal of the class certification decision
on"September- 15, 2010. The plaintiffs filed a response to the defendants’ brief on. October 18, 2010. The
defendants filed their reply brief in support of their appeal on November 12, 2010. Defendants’ appeal .of the
class certification decision is currently pending in the Eleventh Circuit Court of Appeals. The parties are
presently engaged in discovery. :

. Piedmont believes that the -allegations contained in the. complaint are without.merit and will continue to
vigorously defend this action. Due to the uncertainties inherent in the litigation -process, it is not possible to
predict the ultimate outcome of this matter at this time; however, as: with any litigation, the risk of financial loss
does exist. . - : : : ' :

Other Legal Matters

Piedmont is from time to time ‘a party to other legal proceedings, which arise in the ‘ordinary course of its
business. None of these ordinary course legal proceedings are reasonably likely to have a material adverse effect
on results of operations or financial condition. - e R

'14. Stock Based Compensation
Deferred Stock Award Grants

A detail of Piedmont’s outstanding employee deferred stock awards as of December 3 1, 2010 is as follows:

Net Shares Dz(l;t:al?;ir o i .~ Unvested Shares as of
Date of grant : granted) Value . ;. Vesting Schedule : - .. . December 31,2010
April 21,2008 ........ 119,078  $26.10@ Of the shares granted, 25% vested on the 36,040
: date of grant, and 25% vested or will vest R
on April 21, 2009, 2010, and 2011,
: o respectively. : e ' SRS
May 6,2009 ......... 152,834 $22.20@ Of the shares granted, 25% vested on the - 91,627 -
date of grant, and 25% vested or will vest -
on May 6, 2010, 2011, and 2012,
respectively. ) . -
May 24,2010 ........ 201,699  $18.71® Of the shares granted, 25% vested on the 165,901
: : o © - date of grant, and 25% will vest on ~
May 24, - 2011, 2012, and- 2013, -
‘ o respectively. - : - E
May 24,2010 ........ 53,447  $18.71®) Of the shares granted, 33.33% will vest on 53,447
ST s C ' May 24, 2011, 2012, and = 2013, S S
B ' respectively. '
Total ................ e PR e e 347,015

() Net of shares surrendered upon vesting to satisfy required minimum tax withholding obligations -

@ As our stock was not traded as of April 21, 2008 or May 6, 2009, we estimated the fair value (using
estimated net asset value) of the 2008 and 2009 awards based on an assumed share price reduced by the
present value of dividends expected to be paid on the unvested portion of the shares discounted at the
appropriate risk-free interest rate. ’ SR : o o

®  The fair value of the awards is based on the closing stock price of our stock on the date of grant reduced by
the present value of dividends expected to be paid on the unvested portion of the shares discounted at the
appropriate risk-free interest rate. a e e T

During the years ended December 31, 2010, 2009, and 2008, Piedmont recognized approximately $3.9-million,
$3.8 million and $4.1 million of compensation expense for all deferred stock grants:issued.to employees,
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respectively, of which $2.8 million, $2.7 million and $3.1 million, respectively, related to the non-vested shares.
As of December 31,2010, approximately $2.4 million of unrecognized compensation cost related to non-vested,
share-based compensation remained, which Piedmont will record in its statements -of income over a weighted-
average vestmg period of approx1mately 1 year. :

2010 Long-Term Incentive Compensation Plan

On May 11, 2010, the compensation committee of the board of directors of Piedmont approved a 2010 Long-
Term Incentive Compensation Plan (the “2010 LTIC Plan”) for certain of Piedmont’s officérs. The 2010 LTIC
Plan specifies that each participant’s annual opportunity to earn deferred stock awards will be divided equally
between a deferred stock award (similar to those described above) and a new Multi-Year Performance Share
Compensation Program (the “Performance Share Program™).

The Performance Share Program-provides an opportunity to earn long-term equlty incentive compensatlon based
on-Piedmont’s performance over a three-year period. Piedmont’s performance will.be measured by comparing
Piedmont’s total stockholder return relative to the total stockholder return for a group of peer companies as
determined by Piedmont’s compensation committee. \
In accordance with GAAP, expense is required to be recognized on a quarterly basis from the date of the plan
grant. Expense recognized during the year ended December 31, 2010 was approximately $0.9 million."

Annual Independent Director Equity Awards

On May 11, 2010, the board of directors of Piedmont approved an annual equity award for each of the
independent directors of approximately $50,000 payable in the form of 2,525 shares of Piedmont’s common
stock. The awards resulted in the issuance of 14,695 shares, net of shares withheld to cover taxes, to Piedmont’s
independent directors. Directors’ fees, which are a component of general and administrative expense in the
accompanying consolidated statements of income, included approximately $0.3 million, $0.3 million, and $0.5
million related to director equity awards during the years ended December 31, 2010, 2009, -and 2008,
respectively.

2000 Director Stock Option Plan

Prior to the adoption of the 2007 Omnibus Incentive Plan, Piedmont had granted options to its independent
directors pursuant to the 2000 Director Stock Option Plan (the “Director Option Plan™). The Director Option Plan
was suspended effective April 16, 2007. Although all outstanding awards continue to be governed by the terms of
the Director Option Plan, all equity awards granted subsequent to 2007 were made and will continue to be made
under the 2007 Omnibus Incentive Plan. As of December 31, 2010, 8,000 options at an exercise price of $36 per
share were outstanding and exercisable and the value of the awards is estimated as deminimus. All such options
expire on the tenth anniversary of the date of grant (sooner in the event of disability, death, or resignation of the
independent director) and the weighted-average contractual remaining life for these options as of December 31,
2010 is approximately three years.

15. Earnings Per Share

There are no adjustrﬁents to “Net income attributable to Piedmont” or “Income from continuing operations” for
the diluted earnings per share computations. .

Net income per share-basic is calculated as net income available to cdmmon stockholders divided by the
weighted average number of common shares outstanding during the perlod Net income per share-diluted is
calculated as net income available to common stockholders divided by the diluted weighted average number of
common shares outstanding during the period, including nonvested restricted stock. Diluted weighted average
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number of common shares is calculated to reflect the potential dilution under the treasury stock method that
would occur as if the remaining unvested restricted stock awards has vested and resulted in additional common
shares outstanding. The following table reconciles the denominator for the basic and diluted earnings per share
computations shown on the consolidated statements of operations for the years ended December 2010, 2009, and
2008 (in thousands): ~ - : ,

December 31, December 31, December 31,

, : , : - 2010 2009 2008
Weighted-average common shares—basic e e e . 170,753 158,419 159,586
Plus incremental weighted-average shares from time-vested
conversions: . C , ; S
Restricted stock awards ................. ... oo 214 162 136

Weighted-average common shares—diliated ................. L 170,967 158,581 159,722

16. Operating Leases

Piedmont’s real estate assets are leased to tenants under operating leases for which the terms. vary, including
certain provisions to extend the lease term, options for early terminations subject to specified penalties, and other
terms and conditions as negotiated. Piedmont retains substantially all of the risks and benefits of ownership of the
real estate assets leased to tenants. Amounts required as security deposits vary depending upon the terms of the
respective leases and the creditworthiness of the tenant, however, generally they are not significant. Therefore,
exposure to credit risk is limited to the extent that the receivables exceed this amount. Security deposits related to
tenant leases are included in accounts payable and accrued expenses in the accompanying consolidated balance
sheets.

Piedmont’s wholly-owned and consolidated joint venture properties, excluding industrial properties, are located
in 19 metropolitan areas. Based on annualized lease revenue as of December 31, 2010, approximately 26%, 21%,
and 16% of these real estate assets are located in metropolitan Chicago and metropolitan Washington, D.C., and
New York, respectively.

The future minimum rental income from Piedmont’s investment in real estate assets under non-cancelable
operating leases, excluding industrial properties and unconsolidated joint ventures, as of December 31, 2010, is
presented below (in thousands):

Years ending December 31:

2011 e $ 396,141
2012 P 357,292
2013 .o 325,852
2004 L e, 276,452
2015 .o 254,886
Thereafter .................oiiiii 1,030,412
TOAL vt $2,641,035

17. Discontinued Operations

Piedmont has classified the results of operations related to the following properties as discontinued operations:

Building Sold: - : Month and Year of Sale
111 Sylvan Avenue Building, Englewood Cliffs, New Jersey ... il December 2010 .
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On-May 5, 2010, Piedmont entered into a binding purchase and sale agreement to dispose of the 111 Sylvan
Avenue Building located in Englewood Cliffs, NJ. for a gross sale price of approximately $55.0 million, exclusive
of closing costs.. The property was ultimately sold on-December 8; 2010. In accordance with GAAP, Piedmont
reclassified the 111 Sylvan Avenue Building from real estate assets held-for-use (at cost) to real estate assets
held-for-sale (at estimated fair value) on its consolidated balance sheet as of May 5, 2010, and.recorded an
impairment loss of approximately $9.6 million as a result of adjusting the assets to fair value, less estimated costs
to sell. The fair value measurement used in the evaluation of this non-financial asset is considered to be a Level 1
valuation within the fair value hierarchy as defined by GAAP, as there are direct observations and transactions
involving the asset (i.e. the asset is being sold to a third-party purchaser). Upon consummation of the sales
transaction, Piedmont recognized a loss on sale of approximately $0.8 million, primarily due to costs incurred for
the substitution of another property for the 111 Sylvan Avenue Building in the Secured Pooled Facility:

The details comprising income from discontinued operations are presented below (in thousands): -

Yeafs Ended December 31,

2010 2009 2008

Revenues: B o
Rentalincome ..:.........ceueieeenenninnnn. e e e $5846 $6,377 - $6,387
Tenant reimbursements . . .. ... e, e e e e e 2. -3 1
" 5,844 6,380 - 6,388

Expenses: - : o - v -

Property operating costs .. ...... P R L © 31 101 38
Depreciation ....................0.... RS e < 519 1,556 1,557
General and administrative expenses ............... R ~ 205 78 2
755 1,735 1,597
Operating income, excluding impairment loss. and lossonsale ............... 5,089 - 4,645 4,791

Impairmentloss ............ ... ... iiiiiiaa... i (9,587 — —

Lossonsale ..... e T e 817) — - =
(Loss)/income from discontinued operations ....................... e $(5,315) $4,645 $4,791

18. Supplemental Disclosures.of- Noncash Activiﬁes

Significant noncash investing and financing activities for the years ended December 31, 2010, 2009, and 2008 (in
thousands) are outlmed below

2010 2009 2008

Acquisition of Piedmont’s former advisor in exchange for common stock ...... $§ — $ 292 § —
Accrued capital expenditures and deferred lease costs . ..................... $ 8,047 $ 1,848 $127378
Change in accrued offering costs .................. S $1370 $§ — $ —
Change in accrued redemptlons of common stock ............. R $ @16 $ 17 $(5,969)
Discounts on common stock related to the acqu1s1t10n of Piedmont’s former

AAVISOT . ittt e e $ — $ (19 % —
Discounts applied to issuance of common Stock .......................... $ — $317,392) $ 644
Discounts reduced. as result of redemptions of common stock . . . . .. P $ — $20684 $ 1,736
Redeemable common StOCK .. ........iii i $75,164 $ 37,763 $53,882
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19. Income Taxes

Piedmont’s income tax basis net income for the years ended December 31, 2010, 2009 and 2008; is calculated as
follows (in thousands) : : : ‘

2010 2009 . 2008

GAARP basis financial statement netincome ........................... $120,379 $ 74,700 $131,314
Increase (decrease) in net iricome resulting from: . ‘
Depreciation and amortization expense for financial reporting purposes ,
© in excess of amounts for income tax purposés . ................... . 29,892 43,172 46,646
Rental income accrued for income tax Purposes less than amounts for . R E
“financial reporting purposes . ... ... ... (528). - (624) - (10,094)
Net amortization of above/below-market lease intangibles for financial e .
-reporting purposes in excess of amounts for income tax purposes .... . (5,573) (5,134) - (2,956)
Loss on disposal of property for financial reportmg purposes in excess of . S
amounts for-iNCOMe tax PUIPOSES . . . & oo v e e e e e e e e e eeeeeennns (9,254) so— . (566)
Taxable income of Piedmont Washington Properties, Inc., in excess of
- amount for financial reporting PUIPOSES. ...vttviiintann., - 5,096 5,991 4,403
Other expenses for financial reporting purposes in excess of amounts for
income tax PUIPOSES .............. e e e e 9,570 44,0770 . 5,420
Income tax basis net income, prlor o d1v1dends paid deduction . ... .... te.. $149,582° $162,182° $174,167

M Includes’ approximately $35.1 million of recorded impairment loss on real estate assets for the year ‘ended
December 31, 2009. '

For income tax purposes, dividends to common stockholders are characterized as ordinary income, capital gains,
or as a return of a stockholder’s invested capital. The composition of Piedmont’s distributions per-common share
is presented below:

2010 2009 2008

. Ordinary income  ....................... P PN 69% 81% 62%
Capital gains . ......... el e st aea s s —_ =
Returnof capital .............. ... ... .. ... ... .. ..... weveeesene. o 31%  19% 38%

100% 100% 100%

At December 31, 2010, the tax basis carrying value of Piedmont’s total assets was approximately $4.3 billion.

Piedmont recorded no additional interest and penalties for the years ended December 31, 2010, 2009, and 2008,
respectively, related to uncertain tax positions in the accompanying consolidated statements of income. Accrued
interest and penalties are included in accounts payable, accrued expenses, and accrued capital expenditures in the
accompanying consolidated-balance sheets.

Piedmont’s reserve related to its tax exposures was unchanged during the year ended December 31, 2010 and

represented approximately $6.7 million as of December 31, 2010 and 2009. The tax years 2007 to 2010 remain
open to examination by certain tax jurisdictions to which Piedmont is subject.
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20. Quarterly Results (unaudited) -

A summary of the unaudited quarterly financial information for the years ended December 31, 2010 and 2009, is
presented below (in thousands, except per-share data). The amounts presented may not equal to the amounts
previously reported in the most recent Form 10-Qs or prior year Form 10-K for each period due to
reclassifications related to discontinued operations (see Note 17 for further detail).

2010

‘ First "~ Second Third . Fourth
Revenues ........... e e et $146,844 - $145,181 $145,502 $151,312
Real estate operating income ................. .-$ 47,785 $ 45,144 $ 55,055 $ 44,879
Discontinued operations .. ................... $ 1,185 $ (8,133) $ 1434 $ 200
Net income attributable to Piedmont .. ........:. $ 31,460 - $ 19,636 $ 40,584 $ 28,700
Basic earnings pershare ............. oovvee.o $ 019 $ 011 $ 024 $ 017
Diluted earnings per share .......... FIR $ 019 $ o011 $ 023 $ 0.17
Dividends pershare . ........................ $ 03150 $ 03150  $ 03150 $ 0.3150
2009 .

‘ First . Second Third Fourth
~Revenues ............ ... ... . ... $152,152  $147,985 $148,944  $149,423
. Real estate operating income ............... .. $ 46,018 $ 44415 $ 10,239 $ 43,050

Discontinued Operations . ................... $ 1,156 $ 1,174 $ 1,136 $ 1,179
Net income attributable to Piedmont . ........... $ 29,038 $ 27976 $ (8,260) $ 25,946
Basic and djluted earnings per share ............ $ 018 $ 018 $ (005 $ o0.16
Dividends pershare ......................... $ 03150 $ 0.3150 $ 03150 $ 0.3150

21. Subsequent events
Declaration of Dividend for the First Quarter 2011

On February 24, 2011, the board of directors of Piedmont declared dividends for the first quarter 2011 in the
amount of $0.3150.(31.50 cents) per share on its Class A common stock, which represents its only outstanding
class of common stock, to stockholders of record as of the close of business on March 7, 2011. Such dividends
are to be paid on March 22, 2011. :
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2010 2009 - 2008
Real Estate: : S SRR

Balance at the beginning of theyear .................... PR $4,681,313  $4,739,791 - $4,667,022
Additions to/improvements of real estate ................. 105,282 - = 30,610 128,344
Assets disposed ............. e SN P (72,586) . - —. . —
Assetsimpaired ......... ... . 000 i (8,489)®  (38,379)@  (3,678)®
Transfer of corporate assets to prepald and other assets .. .. .. -_ — (393)
Write-offs of intangible assets® . .. .. e e oL — L (2,340) (3,002)
Write-offs of fully depreciated/amortized assets ........ .. (39,332) (48,369) (48,502)

Balance atthe end of theyear ............. e L $4,666,188 - $4?681,313 $4,739,791 )

Accumulated Depreciation-and Amortization: . o ’

Balance at the beginning of the year . ......: . e $ 840,545 $ 748 778 $ 654,958
Depreciation and amomzatlon EXPENse . ............ PR 131,000 . 140,136 143, 352
Assetsdisposed ........ .. e e - (13,519) — —
Transfer of corporate assets to prepaid and other assets ...... —_ —_ . i(88)
Write-offs of intangible assets® ... ............. P — (942)
Write-offs of fully deprec1ated/amortlzed assets i (39 448) (48 369) (48;502)

Balance attheend of the year .. .. . 0. .............. P $ 918, 578 $ 840, 545 $ 748,778

(1)-  Fund XI-XTI-REIT Joint Venture recorded an impairment loss on rea.l estate assets of approxrmately $3.7 uullton during 2008 related to the 20/20 Bur]dmg, however, Predmont
recorded its proporationate share of the charge (approxrmately $2. 1 n'ullxon) in the ying lidated ents of i 1nc9me with other such net property Qperatrons as

P

equity in income of unconsolidated joint ventures. . " s

2)- Piedmont recorded impairment charges of appmxrmatcly $35.1 million related to the followmg whol.ly-owned assets: 1) the. Aubum Hills Ccrporate Center Bmldmg 2) the 1111
Durham Avenue Building, and 3) the 1441 W. Long Lake Road Buﬂdmg In addition, the Wells/Fremont Jomt Venture recorded an impairment loss on real estate assets of
approximately $3.3 million during 2009 related-to the 47300 Kato Road Building (f/k/a 47320 Kato Road Burldmg), however, Piedmont recorded its proporationate share of the
charge (approximately $2.6 million) in the panying consoli d I of income with other such net property operamms as equity in income of unconsolrdaled joint
ventures. .

(3)-  Piedmont recorded an impairment charge against real estate assets of approxrmately $7.0 million felated to the 111 Sylvan Avenue Building at the time it was classified as
held-for-sale in May 2010. This wholly-owned asset was subsequently sold in December 2010. In addition, the Fund IX, Fiind XT, and REIT Joint Venture recorded an impairment
loss on real estate assets of approximately $1.4° ‘million during 2010 related to the 360 Interlocken Building; however, Piedmont recorded its proporationate share of the charge
(approximately $53,000) in the accompanymg consohdated statements of income with other such net property operauons as equity in income of unconsolidated ji ]omt ventures. -

- Consists of write-offs of intangible lease assets re]ated to’lease restructurings, amendments and temunatums.




EXHIBIT 31.1

PRINCIPAL EXECUTIVE OFFICER CERTIFICATION
PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Donald A. Miller, CFA, certify that:

1.

2.

I have reviewed this-annual report on Form 10-K of Piedmont Office Realty Trust, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash

flows of the registrant as of, and for, the periods presented in this report;

The reglstrant s other certifying officers and I are responsible for establishing and maintaining

- disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and. 15d-15(e)) and

internal control over financial reporting (as defined in Exchange Act Rules 13a—15(f) and 15d-15(f)) for
the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
-financial reporting to be ‘designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the reglstrant’s fourth fiscal quarter in
the case of an annual report) that has materially affected, or is reasonably hkely to materially
affect, the registrant’s internal control over financial reporting; and :

The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

a)  All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Dated: February 24, 2011

By:/s/ DONALD A. MILLER, CFA

Donald A. Miller, CFA
Principal Executive Officer




EXHIBIT 31.2

PRINCIPAL FINANCIAL OFFICER CERTIFICATION
PURSUANT TO :
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Robert E. Bowers, certify that:

1.

2

T have reviewed this annual report on Form 10-K of Piedmont Office Realty Trust, Inc.;-
Based on my knowledge, this report does not contain any untrue statement of a material fact ‘'or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which

such statements were made, not misleading. with respect to the period covered by this report;:

Based on ‘my: knowledge, the financial statements, and other financial information included in this

. report, fairly present in all' material respects the financial condition, results of operations and cash

flows of the registrant as of, and for, the periods-presented in this report; -

The registrant’s . other certifying officers and I are"responsible for -establishing and maintaining

.disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
. internal control over financial reporting (as defined in Exchange Act Rules- 13a-15(f) and 15d-15(f)) for

the registrant and have:

a) Designed such disclosure controls and procedures,- or caused such disclosure controls and
-procedures to be designed under. our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by.others within those
entities, particularly during the period in which this report is being prepared;

- b) Designed such .internal control over financial reporting, or caused such internal control over

financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for-
external purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

. d) Disclosed in this report any change in the registrant’s internal control over financial reporting that

occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in
the case of an annual report). that has materially affected, or is reasonably. leely to materially
affect, the registrant’s internal control over financial reporting; and .

The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b) . Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting. .

Dated: February 24, 2011

By: /s/ ROBERT E. BOWERS .

Robert E. Bowers
Principal Financial Officer




EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 (18 U.S.C. 1350)

In connection with the Annual Report of Piedmont Office Realty Trust, Inc. (the “Registrant”) on Form 10-K for
the year ended December 31; 2010, as filed with the Securities and Exchange Commission (the “Report™), the
undersigned, Donald A. Miller, - CFA, Chief Executive Officer of the Registrant, hereby certifies, pursuant to
18 U.S.C. §1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002, that, to the best of my
knowledge and belief:

(1) The. Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange
Act of 1934; and .

(2) The information contained in the Report fairly presents, in all material respects, the financial condition
and results of operations of the Registrant.

It is not intended that this statement be deemed to be filed for the purposes of the Securities Exchange Act of
1934.

By: /s/ DONALD A. MILLER, CFA

Donald A. Miller, CFA
Chief Executive Officer
February 24, 2011



EXHIBIT 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 (18 U.S.C. 1350)

In connection with the Annual Report of Piedmont Office Realty Trust, Inc. (the “Registrant”) on Form 10-K for
the year ended December 31, 2010, as filed with the Securities and Exchange Commission (the “Report”), the
undersigned, Robert E. Bowers, Chief Financial Officer of the Registrant, hereby certifies, pursuant to 18 U.S.C.
§1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002, that, to the best of my knowledge and -
belief:

(1) The Report fully complies with the requirements of Secuon 13(a) or 15(d) of the Securities Exchange
Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects the financial condition
and results of operations of the Registrant.

It is not intended that this statement be deemed to be filed for the purposes of the Securities Exchange Act of
1934.

By: /s/ ROBERT E. BOWERS

Robert E. Bowers
Chief Financial Officer
February 24, 2011




